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Title  24 — Housing  and  Urban  Developnient 

CHAPTER  II — OmCE  OF  ASSISTANT  SEC¬ 
RETARY  FOR  HOUSING— FEDERAL 

HOUSING  COMMISSIONER,  DEPART¬ 
MENT  OF  HOUSING  AND  URBAN  DE¬ 
VELOPMENT 

(Doeket  R--76-40d] 

PART  203— MUTUAL  MORTGAGE  INSUR¬ 
ANCE  AND  INSURED  HOME  IMPROVE¬ 
MENT  LOANS 

Amendments  to  Mutual  Mortgage 
Insurance  Regulations 

On  August  30.  1976,  at  41  FR  36604, 
the  Department  of  Housing  and  Urban 
Development  published  a  proposed  rule 
entitled  “Servicing  Requirements”  which, 
with  minor  exceptions,  proposed  changes 
which  would  Incorporate  existing  mort- 
gage  servicing  requirements  from  HUD 
Handbook  4191.1  and  Mortgagee  Letters 
75-10  and  76-9  In  the  regulations  In  Part 
203  of  24  CFR.  Numerous  public  com¬ 
ments  were  received  and  considered  and, 
with  the  changes  noted,  the  proposed  rule 
Is  now  being  made  final. 

Public  comments  referable  to  a  specific 
section  of  the  final  ^e  are  discussed  In 
this  preamble  under  the  number  of  that 
section.  The  more  generalized  comments 
are  discussed  first. 

1.  Several  commentors  felt  that  fiu*- 
ther  experience  should  be  gained  under 
the  requirements  of  the  cited  mortgagee 
letters  before  placing  them  In  regulation 
form.  It  was  suggested  that  to  place  them 
In  regulation  form  would  make  a  (dmnge 
In  the  requirements  more  difficult.  It 
was  also  suggested  that  each  borrower  Is 
dilTerent  and  mortgagees  should  be  left 
with  the  flexibility  to  deal  with  these  In¬ 
dividual  dlfferenees. 

Since  the  requirements  of  the  mort¬ 
gagee  letters  Incorporated  In  these  regu¬ 
lations  are  compulsory.  HUD  considers 
that  publicatitm  thereof  as  a  part  of  the 
regulations  is  aiHuroprtate. 

Changes  can  and  will  be  made  In  the 
regulations  as  experience  or  changed  cir¬ 
cumstances  make  such  changes  desiraMe. 
These  servicing  regulations  are  intended 
to  set  minimum  standards  for  mortgage 
servicing  acceptable  to  HUD  as  such 
servicing  relate  to  mortgages  which  are 
Insured  by  HUD.  Aside  from  these  mini¬ 
mum  requirements  mortgagees  retain 
full  flexibility  In  dealing  with  mort¬ 
gagors.  Indeed,  §  203.600  of  the  rule  takes 
cognizance  of  the  need  to  adapt  collec¬ 
tion  techniques  to  Individual  differences 
in  mortgagors  and  to  take  account  of  the 
circumstances  peculiar  to  each  mortga¬ 
gor. 

2.  A  few  comments  expressed  concern 
that  changes  were  made  contrary  to  ex¬ 
isting  notes  and  deeds  of  trust.  One  corn- 
mentor  expressed  concern  that  the  In¬ 
surance  contract  between  HUD  and  the 
mortgagee  was  being  altered.  The  insur¬ 
ance  contract  Is  contained  in  Supart  B 
of  Part  203.  As  noted  in  §  203.499,  amend¬ 
ments  to  this  Part  which  affect  mortga¬ 
gees  under  the  Insurance  contract  are 
only  made  prospectively.  Existing  in¬ 
surance  contracts  will  be  honored  and 
payments  will  be  made  thereunder  by 
HUD  without  deduction.  Another  com- 
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mentor  requested  that  changes  be  made 
in  HUD  Handbocdc  4191.1  and  the  m(»t- 
gage  forms.  Action  Is  being  taken  to  ac¬ 
complish  this. 

3.  One  commentor  suggested  that 
standards  should  also  be  written  for 
mortgagors.  This  does  not  aiH>ear  to  be 
appropriate  as  the  obligations  of  mort¬ 
gagors  are  fully  set  forth  In  the  mortgage 
instruments.  In  addition,  HUD  has 
neither  contractual  privity  with  nor 
regulatory  authority  over  mortgagors 
arising  out  of  the  contract  of  mortgage 
Insurance. 

4.  One  writer  suggested  that  HUD  not 
reimburse  mortgagees  for  costs  or  legal 
fees  if  they  fall  to  follow  proper  mort¬ 
gage  servicing  practices.  Outstanding 
insurance  contracts  are  incontestable 
and  it  would  not  be  legally  supportable 
to  deny  such  costs  and  fees  under  exist¬ 
ing  Insurance  contracts.  If  the  amend¬ 
ments  now  being  promulgated  do  not 
accomplish  their  objectives,  considera¬ 
tion  will  be  given  to  future  changes  In¬ 
cluding  the  one  suggested.  It  is  believed 
that  the  approach  adopted  should  be 
tried  before  more  drastic  measures  are 
tried. 

5.  One  commentor  suggested  that 
Mortgagee  Letters  75-10  and  76-9  should 
be  rescinded.  Other  commentors  dis¬ 
agreed  with  certain  provisions  of  those 
letters  now  being  included  In  rule  form. 
Another  commentor  suggested,  even 
though  the  proposed  rule  would  do  lit¬ 
tle  more  than  include  provisions  of  these 
mortgagee  letters  and  HUD  Handbook 
4191.1  in  rule  form,  that  we  should  con¬ 
sider  comments  on  the  rule  provisions 
which  do  not  make  substcmtlve  changes 
from  the  letters  and  handbook,  as  well 
as  the  provisions  of  the  rules  that  do 
make  changes  in  policy.  All  timely  eom- 
menf«  have  been  fully  considered,  in¬ 
cluding  those  which  comment  on  the 
subsrances  of  existing  mortgagee  letters, 
handbook  provisions  and  regulations. 
While  the  basic  thrust  of  the  two  mort¬ 
gagee  letters  is  being  retained  in  the  rule 
to  assure  proper  servicing,  and  to  provide 
forbearance  fq>propriate  to  these  times 
and  circumstances,  HUD  will  continue  to 
review  the  requirements  and  changes 
can  be  made  as  circumstances  warrant. 

6.  R^aining  comments  related  to 
specific  sections  of  the  proposed  rule. 
These  are  discussed  under  the  appro¬ 
priate  section  numbers  following. 

Section  203.7  Withdrawal  of  ap¬ 
proval.  A  very  few  comments  were  re¬ 
ceived  on  this  change.  One  comment  sug¬ 
gested  that  there  was  no  provision  for 
notice  or  hearing  on  withdirawal  of  ap¬ 
proval.  Another  suggested  the  need  to 
establish  a  mortgagee  review  board.  Still 
another  suggested  that  the  provision 
might  result  in  withdrawal  of  approval 
for  the  violation  of  an  obscure  rule. 

Currently  there  is  a  Mortgagee  Review 
Board  established  by  24  CFR  25.1.  Noti¬ 
fication  of  the  mortgagee  and  provision 
for  hearing  is  covered  by  24  CFR  25.4. 
The  Board  is  constituted  of  appropriate 
HUD  officials  and  its  actions  under  the 
amended  sectipn  will  be  fully  responsible. 

Section  203.9  Stalling  and  facilities. 
Five  comments  recommended  more  guid¬ 


ance  as  to  the  meaning  of  this  section 
and  one  of  these  suggested  moving  It  to 
Subpart  C  or  its  deletion.  One  commentor 
stated  that  the  section  “is  a  very  well 
worded  section.” 

Minor  changes  have  been  made  to  im¬ 
prove  the  clarity  of  this  section.  No 
change  has  been  made  in  the  location 
of  this  section.  It  is  properly  located  in 
Subpart  A  which  deals  with  eligibility  re¬ 
quirements  for  mortgagees.  The  language 
which  permits  a  mortgagee  to  arrange  for 
trained  personnel  and  adequate  staff  wd 
facilities  contemplates  that  contractual 
arrangements  with  servicers  may  be  used 
to  augment  existing  staff  and  facilities,  as 
is  more  fully  set  foiith  in  §  203.502. 

Section  203.23  Mortgagor’s  payments 
to  include  other  charges.  One  commentor 
pointed  out  an  «Tor  in  paragraph  (a). 
Thus  an  additional  change  is  being  made 
to  substitute  the  word  “beccune”  for  the 
word  "before”  as  the  next  to  the  last  word 
in  the  first  sentence  of  paragraph  (a) . 

Comments  received  on  the  proposed 
new  paragraph  (b)  suggested  that  there 
are  circumstances  in  which  mortgagees 
should  be  permitted  to  purchase  insur¬ 
ance  to  protect  their  interest  at  the  mort¬ 
gagor’s  expense. 

Mortgagees  have  adequate  means  for 
protecting  their  interests  under  the  terms 
of  the  mortgage  instrument.  The  protec¬ 
tion  provided  mortgagors  by  the  pro¬ 
posed  new  paragraph  (b)  is  considered 
desirable  and  is  being  retained. 

Comments  also  suggested  clarification 
<ff  the  pr(diibition  against  charging  the 
mortgagor  for  obtaining  infomuition 
necessary  for  the  payment  of  property 
taxes. 

A  slight  change  in  language  has  been 
made  in  Uie  last  sentenee  and  a  new  sen¬ 
tence  has  been  added  to  make  it  clear 
that  restrictions  on  passing  on  the 
charges  of  tax  information  servlses  do 
not  apply  to  the  charges  and  aasesonents 
of  the  taxing  authority  for  providing  tax 
information. 

Section  20325  Late  charge.  A  ma¬ 
jority  of  those  c(Hnmenting  on  this  sec¬ 
tion  strongly  favored  the  Increase  in  Uie 
late  charge.  One  person  did  not.  Some 
comments  were  directed  to  the  me¬ 
chanics  of  collecting  late  charges  and 
S  203.554.  The  latter  comments  will  be 
discussed  in  comments  with  that  section. 

The  increase  in  the  late  charge  is  in¬ 
tended  to  compensate  the  mortgagee  for 
servicing  and  other  costs  attributable  to 
the  receipt  of  pajunents  from  mortgagors 
after  the  date  upon  which  payment  Is 
due.  It  should  also  encourage  mortgagors 
to  make  prompt  pasonents  on  their  mort¬ 
gage  obligations.  The  regulation  has  been 
revised  to  clarify  this  intent. 

Section  203.26  Mortgagor’s  payments 
when  mortgage  is  executed.  A  majority 
of  the  comments  on  this  section,  which 
brings  the  regulations  in  line  with  the 
Real  Estate  Settlement  Procedures  Act, 
were  favorable.  Minor  changes  in 
phraseology  were  suggested  and  one 
comment  favored  investing  escrow  f  imds 
in  “money  market”  mutual  funds. 

This  section  is  being  adopted  as  it  was 
proposed.  Separate  consideration  will  be 
given  the  utilizati<m  (ff  other  depo.sitories 
for  the  deposit  of  escrow  fimds. 
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Section  203.54  Loan  servicing.  This 
section  is  amended  to  take  cognizance  of 
the  requirements  of  the  new  8utH>art  C 
being  added  to  these  regulations. 

Section  203.258  Assumption  toith  or 
without  release  of  mortgagor.  Comments 
were  received  on  this  section  nmnbered 
as  §  203.506  in  the  proposed  rule.  It  has 
been  moved  from  Subpart  C  to  Subpart 
B.  which  is  the  insurance  contract,  as 
recommended  in  public  comments  since 
it  deals  with  continued  eligibility  of  a 
loan  for  insurance  rather  than  with  the 
mortgagee’s  servicing  of  the  loan,  per  se. 

Section  203.261  Calculation  of  MIP. 
One  comment  was  received  suggesting 
that  the  sentence  which  the  proposed 
rule  would  add  to  this  section  be  broad¬ 
ened  to  cover  postponement  of  payments 
in  addition  to  those  postponed  due  to 
the  military  service  of  the  mortgagor 
and  to  cover  recasting.  We  have  accepted 
this  recommendation  and  the  rule  has 
been  more  broadly  stated  though  no 
change  in  practice  is  involved. 

Section  203.330  Delinquency  and  de¬ 
fault.  Two  comments  were  received  sug¬ 
gesting  that  the  word  “total”  be  Inserted 
before  the  word  “payment”  in  the  first 
sentence.  This  rule  is  considered  to  be 
clear  without  this  alteration  and  no 
change  has  been  made. 

Section  203.340  Special  forebearance. 
Although  conditions  of  special  forebear¬ 
ance  formerly  treated  in  §  203.340  are 
now  treated  in  §  203.614  in  Subpart  C, 
this  new  section  is  being  added  to  obviate 
a  concern  expressed  in  public  comment 
as  to  the  posable  loss  of  insurance  pro¬ 
tection  in  such  cases. 

Section  203.342  Recasting  of  mort¬ 
gage.  The  subject  of  recasting  is  now 
dealt  wtUi  in  S  203.616  in  Subpart  C. 
This  section  is  added  to  avoid  the  con¬ 
cern  expressed  that  there  might  be  a  loss 
of  insvu'ance  protection  in  the  event  of 
recasting. 

Section  203.343  Partial  release,  addi¬ 
tion  or  substitution  of  security.  Two 
comments  questioned  whether  this  lan¬ 
guage  would  require  the  Commissioner’s 
approval  for  a  release  of  security  even 
when  a  loan  is  paid  in  full.  The  caption 
indicates  this  section  is  not  applicable 
in  such  a  situatimi.  One  comment  called 
for  a  higher  standard  in  paragraph  (c) 
than  “reasonable  belief”.  Paragraph  (c) 
has  been  changed  to  delete  the  “reason¬ 
able  belief”  language. 

Section  203.350a  Assignment  of  de¬ 
faulted  mortgage.  Four  comments  were 
concerned  with  the  need  for  fiexibllity 
as  to  the  time  for  recordation.  Language 
has  been  added  permitting  the  Federal 
Housing  Commissioner  to  approve  exten¬ 
sions  of  time. 

Section  203.355  Acquisition  of  prop¬ 
erty.  Three  comments  were  received  with 
respect  to  the  timing  of  action  to  acquire 
property  when  the  mortgagor  has  de¬ 
faulted.  Language  in  the  original  regula- 
,  tion  on  the  timing  of  acquisition  has  been 
restored. 

Section  203.377  Inspection  and  pres¬ 
ervation  of  properties.  A  pervasive  prob¬ 
lem  for  HUD  has  been  the  failure  of  some 
mortgagees  to  take  proper  stepe  to  pro¬ 
tect  and  preserve  vacant  or  abandoned 


poor^aged  properties  after  the  loans 
ther^n  are  in  default.  One  commentor 
which  would  become  respensible  for  pro¬ 
tection  and  preservatlMi  of  property  un¬ 
der  this  section  stated  “the  mortgagee 
should  be  responsible  for  the  Inspection 
of  the  security  properties  as  outlined 
•  •  •  and  should  take  reasonable  stepe 
to  protect  and  preserve  the  vacated  or 
abandoned  security  properties.”  While  a 
few  comments  opposed  the  provision, 
most  of  the  comments  were  concerned 
with  clarification  of  the  language  of  the 
section  and  the  degree  of  responsibility 
of  the  mortgagee. 

In  response  to  the  public  comments  the 
frequency  of  inspoctions  hsis  been  spoci- 
fied  and  the  standard  has  been  adjpisted 
to  provide  that  the  mortgagee  shall  “take 
reasonable  action”  to  protect  and  pre¬ 
serve  the  proporties.  Trespass  has  not 
been  defined  as  that  depends  on  local 
law. 

Section  203.378  Property  condition. 
As  with  §  203.377,  some  comments  op- 
pjosed  the  additional  language  which 
would  be  added  to  this  section.  One  com¬ 
ment  suggested  the  pfbvislon  makes  the- 
mortgagee  an  insurer  of  the  condition  of 
the  propjerty.  The  language  of  this  sec¬ 
tion  read  in  conjunction  with  §  203.377 
only  applies  a  “reasonable  man”  stand¬ 
ard  and  actions  to  protect  and  presCTve 
are  not  required  if  taking  action  would 
constitute  an  illegal  trespmss.  Due  to  the 
concern  reflected  In  ccanments,  the  rea¬ 
sonable  man  standard  has  been  repeated 
in  this  section. 

Section  203.379  Adjustment  for  dam¬ 
age  or  neglect.  One  comment  recom¬ 
mended  that  if  the  mortgagee  falls  to 
discharge  its  responsibility  as  to  vacant 
and  abandoned  propierties  this  should  be 
made  a  cause  for  withdrawal  of  approval 
of  the  mortgagee  but  that  insurance 
benefits  should  not  be  reduced.  Under 
§S  203.7  and  203.500  failure  to  take  rea¬ 
sonable  steps  to  protect  and  preserve  is 
a  basis  for  withdrawal  of  mortgagee  ap¬ 
proval.  Such  failure  would  not  be  a 
ground  for  reduction  of  insurance  bene- 
fits  as  to  propierties  for  which  HUD  in- 
sputince  was  Issued  prior  to  January  1, 
1977.  However,  there  could  be  a  reduction 
of  insurance  benefits  as  to  properties,  the 
mortgages  on  which  are  insured  on  and 
after  January  1,  1977,  if  the  mortgagee 
fails  to  take  action  required  by  §  203.377. 
The  amoimt  deducted  in  a  particular 
case  cannot  exceed  the  amount  of  the  in¬ 
surance  claim. 

Paragraph  (b)  (3)  of  §  203.379  is  being 
amended  to  define  a  reasonable  insur¬ 
ance  rate  and  include  other  handbook 
provisions  in  the  regulation.  Some  com¬ 
ments  were  to  the  effect  that,  in  at  least 
one  state,  there  is  no  “bureau  rate”  for 
insurance  coverage.  In  such  a  state  a  rea¬ 
sonable  rate  is  one  which  is  reasonable 
imder  the  circ\unstances.  Mortgagees  are 
to  consult  the  local  HUD  ofBce  as  to  a 
reasonable  rate  in  such  a  state.  Com-, 
ments  also  reflected  a  preference  by 
some  mortgagees  that  certain  Insuitmce 
coverage  should  be  made  mandatory 
rather  than  require  mortgagees  to  rep>alr 


damaged  prop>erties  prior  to  transfer  to 
HUD  or,  alternatively,  reduce  their  in¬ 
surance  claims  by  the  estimate  of  the 
cost  of  repairing  the  propiertles. 

It  is  important  that  mortgagors  he 
protected  from  excessive  rates.  Of  course, 
a  mortgagee  can  purchase  coverage  on 
its  own  account  if  it  wishes  to  do  so. 

Section  203.380  Certificate  of  prop¬ 
erty  condition.  Some  comments  indi¬ 
cated  concern  that  mortgage^  will  be 
required  to  rei>air  damage  resulting  from 
their  failure  to  protect  and  preserve 
mortgaged  propierties  as  required  by 
§  203.377  and  one  feared  this  might  ex¬ 
tend  to  cases  in  which  protection  would 
require  illegal  trespass  or  in  which  the 
mortgagee  took  reasonable  action  but 
the  property  was  damaged  nonetheless. 
The  instant  section  impxjses  a  duty  no 
broader  than  that  involved  in  §  203.377 
to  which  express  reference  is  made.  If 
protection  would  require  an  illegal  tres- 
pjass  or  if  the  mortgagee  took  reasonable 
action  but  the  propjerty  was  damaged 
nonetheless,  the  mortgagee  would  not  be 
required  to  rep>air  the  damage.  Hie  cost 
of  necessary  insp>ections  and  oi  repair 
and  preservation  costs  are  reimbursable 
pursuant  to  §  203.402.  Thus  mortgagees 
should  not  fail  to  take  reasonable  and 
appropriate  action  to  protect  and  pre¬ 
serve. 

Section  203.402  Items  included  in 
payment — conveyed  properties.  Certain 
ccHnments  suggested  that  the  costs  of  in- 
spiections  in  order  to  comply  with 
$  203.377  are  propierly  counted  as  reason¬ 
able  payments  for  the  purpxise  of  pro¬ 
tecting.  opierating  and  preserving  the 
propierty  and  should  be  reimbursable  as 
such  rather  than  as  foreclosure  costs.  We 
agree  that  these  costs  and  the  cost  of 
evicting  the  tenants  and  removing  debris 
and  piersonal  propierty  should  be  so  clas¬ 
sified.  ’The  text  has  been  adjusted 
accordingly. 

It  was  also  suggested  that  the  $200 
which  may  be  paid  to  obtain  a  deed  in 
lieu  of  foreclosure  and  thus  reduce  cost 
of  acquisition  should  be  fully  reimburs¬ 
able.  Additional  consideration  will  be 
given  to  this  propiosal  after  we  have  fur¬ 
ther  experience  as  to  the  effectiveness 
of  the  current  provision  which  is  being 
inserted  in  the  regulations  for  the  first 
time. 

Section  203.500  Mortgage  servicing 
generally.  One  comment  suggested  limit¬ 
ing  withdrawal  of  mortgagee  approval  to 
“wilful  and  flagrant”  violations.  ’The 
seriousness  and  frequency  of  violations 
will  be  considered  by  the  Mortgagee  Re¬ 
view  Board  discussed  in  connection  with 
§  203.7. 

Some  comments  objected  to  the  inclu¬ 
sion  of  language  in  paragraph  (a)  to  the 
effect  that  failure  to  comply  with  Sub- 
piart  C  and  the  instructions  of  the  Sec¬ 
retary  issued  thereunder  shall  not  be  the 
basis  for  a  defense  to  a  foreclosure 
action.  One  commentator  stated  that  it 
was  inappropriate  for  the  Department 
to  “tell  Federal  and  State  judges  sitting 
in  foreclosure  cases  what  action  of  a 
mortgagee  may  or  may  not  be  a  def^ise 
to  foreclosure.”  That  was  not  the  Intent 
of  the  propK)sed  rule.  Rather,  the  Inten- 
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tlon  was  to  say  that  the  rule  did  not  pur¬ 
port  to  modify  contractual  rights  and 
obligations  between  mortgagors  and 
mortgagees.  Hie  language  of  the  final 
rule  has  been  clarified  accordingly. 

While  the  substance  of  paragraph  (a) 
of  the  proposed  section  has  been  re¬ 
tained,' modified  as  Indicated,  the  re¬ 
maining  paragraphs  have  been  deleted 
as  duplicative  of  provisions  found  else¬ 
where  in  the  regulations. 

Section  203.502  Responsibility  for 
servicing.  Ckmiments  pointed  out  the 
merit  of  limiting  notification  of  the 
mortgagor  to  changes  In  servicers  and 
appropriate  changes  have  been  made  in 
paragraph  (b)  to  effect  Uiis  change.  Two 
comments  objected  to  the  ten  day  rule 
as  to  notification.  Hils  has  been  modified 
by  requiring  notice  ten  days  before  the 
first  payment  which  the  mortgagor  is 
asked  to  ronit  to  the  new  servicer  rather 
than  ten  days  before  the  first  pa3hnent 
due  on  the  mortgage  after  the  transfer. 

It  was  also  suggested  that  a  distinction 
should  be  made  betweoi  mortgagees  who 
merely  Invest  funds  but  do  not  service 
loans  and  those  who  are  responsible  for 
servicing.  It  Is  argued  that  the  former 
should  not  be  held  responsible  for  failure 
to  proparly  service  mortgages.  The  mort¬ 
gagee’s  continued  responsibility  in  these 
circmnstances  is  alre^y  provided  for  in 
S  203.54.  In  addition,  HUD’s  Insurance 
contract  is  with  the  mortgagee  which 
appears  of  record  with  HUD  as  owner  of 
the  mortgage  and  not  with  a  servicer 
which  may  service  the  mortgage  imder 
contractual  arrangements  with  the  mort¬ 
gagee.  HUD  will  continue  to  look  to  the 
mortgagee  for  proper  servicing.  Mort¬ 
gagees  can  protect  thonselves  from  the 
risks  of  poor  servicing  by  careful  selec¬ 
tion  of  servicers  and  by  appropriate  con¬ 
tract  requirements  in  servicing  contracts. 

Section  203.508  Providing  informa¬ 
tion.  Some  comments  objected  to  provid¬ 
ing  toll-free  telephone  service  to  answer 
mortgagor  inquiries  because  of  the  ex¬ 
pense  involved  if  too  frequent  inquiries 
are  made.  Toll-free  telephone  service  is 
<mly  one  alternative  available  to  the 
mortgagee.  A  change  has  been  made, 
pursuant  to  other  suggestions,  to  limit 
such  calls  to  those  from  the  immediate 
vicinity  of  the^  security  property  thus 
reducing  the  opportiuiity  for  mortgagor 
abuse.  Objection  was  voiced  to  reminding 
mor^agors  of  the  system  for  providing 
Information  to  mortgagors  “at  least  an¬ 
nually’’.  Since  an  annual  statement  is 
provided  to  the  mortgagor  no  additional 
mailing  is  mandated  by  this  requirement. 

Paragraph  (c)  has  been  modified 
slightly  to  provide  specific  guidance  to 
mortgagees  on  vdien  a  statement  of  in¬ 
terest  paid,  and  taxes  disbursed  from  the 
escrow  accoimt,  must  be  furnished  to  the 
mortgagor. 

Section  203.510  Care  of  properties. 
This  section  has  been  omitted  as  repeti¬ 
tious  of  the  provisions  of  §§  203.7  and 
203.500. 

Section  203.550  Escrowing  accounts. 
Paragnqth  (a)  of  the  proposed  rule  has 
been  deleted  as  suggested  in  comments, 
as  repetitious  of  material  appearing  else¬ 
where  in  the  regulations. 


Certain  ccunments  suggested  that 
some  mortgagees  were  troubled  by  the 
language  of  the  third  soitence  of  para¬ 
graph  (b)  of  the  pri^posed  rule.  This 
sentence  has  been  changed  to  clarify  its 
Intent.  A  number  of  comments  were  re¬ 
ceived  concerning  paragraph  (d)  and  the 
desire  to  make  other  dispositions  of  es¬ 
crow  fimds.  Paragraph  (d)  is  consistent 
with  RESPA  and  has  been  retained  as 
proposed  for  the  protection  of  the  mort¬ 
gagor.  However,  the  last  two  sentences 
of  (d)  have  been  moved  to  paragraph 
(b)  as  logically  belonging  there. 

The  last  word  of  paragi'aph  (e)  has 
been  changed  to  “promptly”  in  accord¬ 
ance  with  comments,  to  provide  a  more 
realistic  touchstone.  Some  commentors 
were  concerned  with  variations  in  the 
timing  of  pa3ments  to  close  out  the  es¬ 
crow  fimd.  The  second  sentence  of  para¬ 
graph  (e)  has  been  modified  in  a  manner 
which  should  obviate  this  concern. 

Section  203.552  Fees  and  charges 
after  endorsement.  A  number  of  com¬ 
ments  were  directed  to  specific  provisions 
of  this  section.  Some  comments  objected 
to  reprocessing  a  check  pursuant  to  para¬ 
graph  (a)(2).  Reprocessing  takes  little 
time  and  is  a  protection  against  defaults. 
Where  bank  policy  does  not  permit,  this 
practice  is  not  required.  Some  comments 
recommended  a  change  of  policy  with 
respect  to  not  allowing  foreclosure  fees 
for  attorneys  on  the  staff  of  the  mort¬ 
gagee  or  its  servicer.  Separate  considera¬ 
tion  will  be  given  to  this  recommenda¬ 
tion.  Paragnqdi  (9)  has  been  modified  to 
Include  trusty’s  fees  actually  incurred, 
as  suggested  in  public  comment. 

One  comment  called  attention  to  an 
error  in  paragraph  (a)  (10).  The  first 
section  reference  therein  has  been 
changed  accordingly.  Parenthetical  lan¬ 
guage  has  been  added  to  paragraph  (a) 
(12)  in  response  to  comments  concern¬ 
ing  the  provisions  of  certain  deeds  of 
trust.  Some  comments  noted  that  while 
it  may  be  the  responsibility  of  the  mort¬ 
gagee  in  some  states  to  record  the  satis¬ 
faction  of  a  mortgage  (paragraph  (a) 
(12)  (iv)),  the  liability  for  paying  the 
recordation  fee  should  be  placed  on  the 
mortgagor.  If  the  mortgage  instrument 
places  responsibility  for  payment  of  that 
fee  on  the  mortgagor,  then  the  instant 
provision  does  note  override  the  mort¬ 
gage  instrument.  See  S  203.500.  Para¬ 
graphs  (13)  and  (14)  have  been  added 
in  re^Mnse  to  comments  to  deal  with 
suits  against  mortgagees  and  to  permit 
collection  of  preservation  costs  in  the 
event  of  reinstatement. 

Section  203.554  Enforcement  of  late 
charge.  Several  public  comments  decried 
inability  to  collect  late  charges  by  deduc¬ 
tion  from  monthly  pa3nnents.  This,  of 
course,  was  the  rule  under  §  203.25  prior 
to  its  amendment  in  this  rule.  The  in¬ 
stant  section  will  permit  the  collection 
of  the  late  charge,  not  from  the  initial 
late  pasnnent,  but  off  the  top  of  pasnnents 
after  the  required  notice  has  been  given, 
if  this  is  not  inconsistent  with  the  mort¬ 
gage.  The  Department  will  be  revising 
those  mortgage  forms  which  do  not  ciu:- 
rentiy  permit  collection  by  deduction  in 
the  manner  provided  in  the  Instant  Sec¬ 


tion.  CTollectlng  late  charges  by  deduc¬ 
tion  will  avoid  the  prohibitive  cost  of  col¬ 
lecting  such  charges  by  separate  suit  and 
will  make  late  charges  a  significant  de¬ 
terrent  to  late  payments.  Language  has 
been  added  to  the  first  sentence  to  avoid 
inconsistency  with  i  203.556,  as  noted  in 
public  comment. 

Section  203.556  Return  of  partial 
payments.  A  niunber  of  comments  were 
received  evidencing  a  concern  with  re¬ 
strictions  on  the  return  of  certain  partial 
payments.  These  concerns  are  counter¬ 
balanced  by  concerns  as  to  “fast  fore¬ 
closures”  by  some  mortgagees,  an  abuse 
which  Mortgagee  Letter  75-*10  sought  to 
address.  Because  of  the  concerns  ex¬ 
pressed,  the  language  of  this  section  has 
been  rewritten^to  make  it  simpler  to  fol¬ 
low.  The  mortgagee’s  increased  ability  to 
collect  a  larger  late  charge  and  the  ef¬ 
fect  of  that  late  charge  as  a  deterrent 
to  late  payments  shotild  help  to  obviate 
some  of  the  problems  with  late  payments. 

Section  203.558  Handling  prepay¬ 
ments.  A  minor  technical  change  has 
been  made,  in  the  caption  and  in  the 
first  sentence  in  response  to  comments 
received. 

Section  203.600  Mortgage  collection 
action.  Public  comments  suggested  that 
certain  provisions  of  this  Subpart  might 
delay  collection  action  in  certain  cir¬ 
cumstances.  Introductory  language  has 
been  added  to  take  account  of  these 
constraints. 

Section  203.602  Delinquency  notice 
to  mortgagor.  Two  comments  were  re¬ 
ceived  objecting  to  technical  aspects  re¬ 
lating  to  the  notice  and  one  comment  ob¬ 
jected  to  giving  additional  notices.  We 
have  retained  this  section  as  it  was 
proi}osed,  .with  a  slight  clarification  of 
the  first  sentence. 

Section  203.604  Contact  with  the 
mortgagor.  One  comment  recommended 
requiring  an  interview  with  the  mort¬ 
gagor  regardless  of  the  distance  involved. 
Seven  ccanments  recommended  that  in¬ 
terviews  not  be  required  if  the  mort¬ 
gagor  is  not  residing  in  the  mortgaged 
property.  It  was  argued  that  since  the 
mortgagor  has  moved  away  from  the 
property  the  mortgagee  should  not  be 
required  to  chase  him  down  wherever  he 
has  gone  for  an  interview.  The  nmrtgagee 
should  not  have  to  go  farther  than  the 
mortgaged  property.  Its  visit  would  not 
serve  as  an  inspection  of  the  property 
if  the  mortgagor  were  Interviewed  else¬ 
where,  etc.  All  things  considered  we  have 
decided  to  limit  the  requirement  of  an 
interview  to  the  mortgagor  who  still  re¬ 
sides  in  the  mortgaged  property.  There 
is  nothing  to  prevent  the  mortgagee  from 
proceeding  with  an  Interview  even 
though  these  conditions  are  not  met 
and  many  mortgagees  may  find  it  ad¬ 
vantageous  to  conduct  Interviews  cov¬ 
ered  by  this  exception. 

Two  comments  suggested  a  shorter  dis¬ 
tance  limit  than  200  miles.  However, 
eliminating  the  requirement  of  inter¬ 
views  when  mortgagors  do  not  live  in 
the  security  properties  should  avoid 
mxich  of  the  travel  involving  such  dis¬ 
tances.  One  commentor  preferred  the 
telephone  to  an  interview.  Obviously,  If 
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telephone  contact  is  productive,  the 
mortgagee  need  not  reach  the  face-to- 
face  interview.  However,  if  telephonic 
contact  does  not  produce  results,  the  in¬ 
terview  should  follow. 

Some  comments  were  concerned  about 
inability  to  contact  the  mortgagor.  Mort¬ 
gagees  must  make  a  concerted  effort  to 
be  in  a  position  to  contact  mortgagors  at 
all  times  if  they  are  to  be  effective  in 
servicing  mortgages.  Obviously,  if  it  is 
impossible  to  contact  a  particiUar  mort¬ 
gagor  it  cannot  be  done.  The  regulation 
does  not  impose  an  absolute  requirement 
in  such  cases. 

Section  203.606  Pre-foreclosure  re¬ 
view.  One  comment  suggested  that  there 
should  be  no  exception  for  pre-foreclo¬ 
sure  review,  even  when  the  mortgagor  has 
clearly  stated  his  intention  not  to  pay 
his  mortgage  obligation.  Mortgagees 
should  not  be  required  to  go  through  a 
review  to  determine  if  forbearance  re¬ 
lief  by  the  mortgagee  or  an  assignment 
to  HUD  for  forbearance  should  be  under¬ 
taken  if  the  mortgagor  has  no  intention 
of  cooperating  in  a  program  that  could 
result  in  saving  his  ownership  of  the 
property.  In  other  words,  mortgagees 
should  not  be  asked  to  do  a  vain  thing, 
•nms  this  recommendation  has  not  been 
accepted.  We  have  added  the  require¬ 
ment  that  the  mortgagor  be  advised  of 
tlie  options  for  relief  before  his  state¬ 
ment  that  he  has  no  intention  of  hon¬ 
oring  his  mortgage  obligation  will  justify 
proceeding  with  foreclosure  without  fur¬ 
ther  delay.  We’ve  also  adopted  the  re¬ 
quirement  that  such  a  statement  by  the 
mortgagor  be  in  writing,  as  suggested  in 
several  public  comments. 

We  have  accepted  another  suggestion 
that  we  add  an  additional  exception  for 
the  case  of  a  mortgaged  property  that 
is  earning  rental  incwne  which  is  not 
being  applied  to  mortgage  payments. 
There  is  no  de§ire  to  reward  equity  skim¬ 
mers  or  the  mortgagor  who  pockets  the 
rentals  without  honoring  his  mortgage 
obligation.  Additional  exceptions  were 
suggested  but  these  have  not  been 
adopted  since  they  do  not  present  as  clear 
cut  a  case  for  denial  of.  special  relief  as 
those  stated  in  the  rule. 

A  very  few  comments  were  opposed  to 
forbearance  review.  However,  a  single  re¬ 
view  for  the  purpose  of  determining 
whether  a  mortgagor’s  ownership  can  be 
saved  is  not  an  unreasonable  requirement 
and,  if  ownership  is  protected  under  con¬ 
ditions  which  result  in  the  payment  of 
the  mortgage,  the  mortgagee,  the  mort¬ 
gagor  and  HUD  are  all  better  off. 

Section  203.608  Reinstatement.  Pour 
comments  opposed  this  reinstatement 
provision  and  one  suggested  clarification. 
A  reinstatement  which  makes  the  mort¬ 
gagee  whole  is  to  the  advantage  of  all 
concerned,  including  the  mortgagee,  if 
the  privilege  is  not  abused.  Thus  the  pro¬ 
vision  has  been  retained.  However  the 
words  “and  expenses”  have  been  inter¬ 
lined  in  the  first  sentence.  The  last  sen¬ 
tence  has  been  dropped  as  unnecessary. 
Additional  language  has  been  added  to 
protect  the  Interests  of  the  mdM«ragee 
and  HUD  if  reinstatement  would  pre¬ 


clude  a  subsequent  foreclosure  or  cause  a 
loss  of  the  priority  of  the  mortgage  lien. 

Section  203.610  Relief  for  mortgagor 
in  military  service.  The  proposed  rule 
would  have  moved  the  substance  of 
§§  203.34?  and  203.346  from  Subpart  B 
to  this  section  in  Subpart  C.  Due  to  public 
concern  as  to  retention  of  mortgage  in¬ 
surance  coverage  §  203.610  now  refers  to 
those  sections  and  requires  mortgagee 
consideration  of  the  relief  available 
thereunder.  See  also  §  203.606. 

Section  203.614  Conditions  of  special 
forbearance.  We  have 'adopted  technical 
amendments  to  paragraph  (b)(2)  sug¬ 
gested  by  one  of  the  comments.  Minor 
changes  in  verbiage  have  been  made  in 
paragraph  (a)  consistent  with  former 
§  203.340. 

Section  203.616  Recasting  of  mort¬ 
gages.  One  public  comment  suggested 
eliminating  the  prohibition  against  in¬ 
cluding  late  charges  in  a  mortgage  modi¬ 
fication.  This  suggestion  has  been  ac¬ 
cepted  since  late  charges  are  provided  for 
by  the  mortgage  and  thus  they  may  be 
appropriately  included  in  the  reamor¬ 
tized  mortgage.  Suggestions  for  includ¬ 
ing  the  attorney’s  fees  of  the  lawyer  pre¬ 
paring  the  recast  mortgage  and  allow¬ 
ing  interest  at  the  then  market  rate  have 
not  been  adopted  since  this  would  be  in¬ 
consistent  with  paragraph  (2)  of  the 
seventh  proviso  to  section  204(a)  of  the 
National  Housing  Act,  12  U.S.C.  1710(a). 
Paragraph  (e)  makes  clear  the  previous 
rule  that  recasting  may  be  refused  in  the 
sole  discretion  of  the  mortgagee. 

Sections  203.650  through  203.662.  These 
sections  on  the  assignment  of  mortgages 
to  HUD,  incorporate  the  substance  of 
Mortgagee  Letter  76-9.  These  sections 
have  been  recast  to  place  the  material 
therein  in  more  logical  form.  A  fern  corn- 
mentors  suggested  that  the  assignment 
progrram  under  Mortgagee  Letter  76-9 
not  be  included  in  regulations.  As  previ¬ 
ously  noted  under  general  comments, 
HUD  considers  that  publication  of  com¬ 
pulsory  requirements  as  a  part  of  the 
regulations  is  appropriate.  Accordingly, 
these  sections  are  included  in  the  final 
rule.  Other  comments  were  directed  to 
the  desire  that  HUD  accept  more  as¬ 
signments  or  that  HUD  expedite  its  de- 
terminations.  These  comments  to  the  ef¬ 
fect  that  HUD  should  accept  more  as¬ 
signments  were  not  accompanied  by  sug¬ 
gestions  for  the  application  of  criteria 
other  than  as  are  set  forth  in  these 
regulations  so  no  change  has  been  made 
therein.  With  experience,  we  expect  re¬ 
quests  for  acceptance  of  assignments  to 
be  processed  more  quickly. 

Two  comments  suggested  that  HUD 
pay  100  percent  of  the  foreclosure  costs 
when  foreclosure  is  postponed  to  permit 
consideration  of  assignment.  HUD  does 
not  consider  that  it  should  have  a  dif¬ 
ferent  rule  for  foreclosiue  costs  in  this 
instance  than  it  has  as  a  general  proposi¬ 
tion.  One  mortgagee  commented  that 
mortgagors  were  not  responding  to  its 
communications  on  the  subject  of  assign¬ 
ments  to  HUD  for  forbearance. 

Comments  with  reflect  to  procedural 
features  of  the  regulations  included  the 
recommendation  of  some  that  mortga¬ 


gors  be  entitled  to  examine  the  materials 
on  which  the  preliminary  determination 
of  unacceptability  was  predicated  prior 
to  the  conference  at  which  the  decision  is 
to  be  reconsidered.  The  text  of  the  rule 
has  been  modified  accordingly.  Scrnie 
comments  urged  that  the  word  “should” 
which  appeared  in  the  fourth  line  of 
§  203.660  as  it  was  printed  in  the  Daily 
Federal  Register  at  41  FR  36611  should 
be  changed  to  “shall”.  The  rules  docu¬ 
ment  submitted  to  the  Federal  Register 
by  HUD  did  include  the  word  “shall”,  but 
when  type  was  set  for  printing,  “should” 
was  used.  The  text  of  the  instant  rule 
uses  the  word  “shall”. 

Four  comments  suggested  that  the 
mortgagor  be  entitled  to  call  a  witness 
or  witnesses.  While  an  adversary  pro¬ 
ceeding  is  not  intended,  the  privilege  of 
presenting  testimony  by  witnesses  has 
been  included  in  the  final  rule.  Two  com¬ 
ments  suggested  that  the  person  conduct¬ 
ing  the  conference  should  be  a  person 
other  than  the  one  who  made  the  pre¬ 
liminary  negative  determination.  Since 
an  adversary  proceeding  is  not  involved 
and  the  conference  offers  the  opportunity 
to  submit  new  and  material  evidence 
which  may  well  cause  a  change  of  deci¬ 
sion,  no  change  has  been  made.  Section 
203.652  has  been  modified  to  make  it 
clear  that  written  applications  are  not 
required. 

A  few  comments  suggested  that  the 
mortgagor  who  states  that  he  has  no  in¬ 
tention  of  honoring  his  mortgage  obliga¬ 
tion  should  not  be  rendered  ineligible. 
The  assignment  program  is  for  mortga¬ 
gors  who  wish  to  honor  their  mortgage 
obligations  and  arrange  over  appropriate 
time  for  the  reinstatement  or  recasting 
of  their  mortgages.  HUD  does  not  wish  to 
waste  the  time  of  the  mortgagee  and 
HUD  with  these  cases  which  have  no 
chance  of  acceptance  for  assignment. 
However,  language  has  been  added  to  re¬ 
quire  that  the  mortgagor  be  clearly  ad¬ 
vised  as  to  the  cations  available  for  relief. 
We’ve  also  adopted  the  requirement  that 
such  a  statement  by  the  mortgagor  be 
in  writing,  as  suggested  by  several  pub¬ 
lic  comments. 

One  comment  suggested  that  the 
mortgagee  be  permitted  to  review  the 
evidence  relied  on  for  the  preliminary 
negative  determinatiim  and  attend  the 
conference.  The  proceeding  is  not  in¬ 
tended  to  be  an  adversary  proceeding. 
It  is  possible  that  a  representative  of  the 
mortgagee  may  be  called  as  a  witness  and 
thus  will  attend  the  conference.  We  have 
not  altered  the  rule  to  permit  the  mort¬ 
gagee’s  attendance  otherwise.  One  com¬ 
ment  suggested  that  the,  mortgagor 
should  be  able  to  bring  more  than  one 
representative.  One  person  can  provide 
adequate  representation  in  these  infor¬ 
mal  conferences  and  the  rules  seek  to 
eliminate  cumulative  statements  and  the 
delays  that  would  be  thus  occasioned. 

The  Department  has  determined  that 
an  Environmental  Impact  Statement  is 
not  required  with  respect  to  this  rule. 
A  copy  of  the  Finding  of  Inapplicability 
is  available  for  inspection  in  the  Office 
of  the  Rules  Docket  Clerk,  Room  10141, 
Department  of  Housing  and  Urban  DC- 
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velopment,  451  7th  Street,  S.W.,  Wash¬ 
ington,  D.C.  20410. 

It  is  hereby  certified  that  the  economic 
and  inflationary  impacts  of  this  proposed 
rule  have  been  carefully  evaluated  in 
accordance  with  OMB  Circular  A-107. 

Accordingly,  the  Secretary  of  Housing 
and  Urban  Development  amends  Part 
203,  of  Chapter  II  of  24  CFR  as  follows; 

30.  In  Part  203,  the  table  of  contents 
is  amended  as  follows: 

(1)  Sections  203.341  and  203.375  are 
deleted  and  the  centered  caption  pre¬ 
ceding  section  203.340  is  revised  to  read 
"Continuation  of  Insurance’’ 


2.  Section  203.7  is  amended  by  redesig¬ 
nating  imragraph  (a)  (7)  as  paragraph 
(a)  (8)  and  by  adding  a  new  paragraph 
(a)(7)  reading  as  follows: 

§  203.7  \^'ithdi'a\val  of  appruval, 

<a)  •  •  * 

(7)  Witliout  regard  to  the  dates  of  the 
insurance  of  the  mortgages  involved,  the 
breach  of  duties  imposed  by  or  the  viola¬ 
tion  of  prohibitions  contained  in  this 
part. 

♦  *  «  «  * 

3.  Section  203.9  is  revised  to  read; 


Sections  203.9,  203.330,  203.332,  203.340, 
203.350a  and  203.379  headings  are  re¬ 
vised;  and  §§  203.258,  203.343,  203.377, 
203.378  and  203.402a,  are  added  as  set  out 
below : 

Sec. 

203.9  Staffing  and  facilities. 

203.258  Assumption  with  or  without  re¬ 

lease  of  mortgagor. 

203.330  Delinquency  and  default. 

203.332  Notice  of  delinquency. 

203.340  Special  forbearance. 

203.341  [Reserved] 

203.343  Partial  release,  addition  or  sub¬ 
stitution  or  security. 

203.350a  Assignment  of  defaulted  mortgage. 
203 .375-203 .376  { Reserved  J 

203.377  Inspection  and  preservation  of 

properties. 

203.378  Property  condition. 

203.379  Adjustment  for  damage  or  neglect. 
203.402a  Reimbursement  for  uncollected  in¬ 
terest. 

lb.  A  new  Subpart  C  and  accompany¬ 
ing  sections  are  added  as  follows: 

Subpart  C — Servicing  Responsibilities 

General  Requirements 

Sec. 

203.500  Mortgage  servicing  genersdly. 
203.502  Responsibility  for  servicing. 

203.508  Providing  Information. 

Payments,  Charges  and  Accounts 

203.550  Escrow  accounts. 

203.552  Fees  and  charges  after  endorse¬ 
ment. 

203.554  Enforcement  of  late  charges. 

203.656  Return  of  partial  payments. 

203.558  Handling  prepayments. 

Mortgagee  Action  and  Fcmbearance 


203.600  Mortgage  collecUon  action. 

203.602  Delinquency  noUce  to  mortgagor. 
203.604  Contact  with  the  mortgagor. 

203.606  Pre-foreclosure  review.  > 

203.608  Reinstatement. 

203.610  Belief  for  mortgagor  in  military 
service. 

203.614  Conditions  of  special  forbearance. 
203.616  Recasting  of  mortgage. 

Assignment  of  Mortgages  to  HX7D 

203.650  Assignment  of  mortgagee. 

208.661  Preliminary  notice  to  mcurtgagors. 

203.662  Determination  by  mortgagee. 
203.654  Preliminary  review  and  determina¬ 
tion  by  Secretary. 

203.656  Conference. 

208.658  Final  decision. 

203.669  Forecloeure. 

203.660  Time  limits. 

203.662  Authorization  of  field  office  direc¬ 
tors. 


Authority:  Secs.  203,  211  of  the  National 
Housing  Act,  as  amended,  12  UB.C.  1700, 
1716b;  sec.  7(d)  of  the  D^Murtment  of  Hous¬ 
ing  and  Uitism  Develt^ment  Act,  42  Uj3.C. 
3635(d), 


§  203.9  StiiHing  ami  facililio!^. 

A  mortgagee  shall  employ  or  contract 
for  the  employment  of  ti’ained  personnel 
competent  in  all  aspects  of  mortgage 
lending  activities,  including  underwrit¬ 
ing,  servicing  and  field  collection  activi¬ 
ties,  and  adequate  staff  and  facilities  to 
originate  and  seiwice  mortgages  in  ac- 
coitiance  with  the  requirements  of  this 
Part,  to  the  extent  the  mortgagee  en¬ 
gages  in  such  activities. 

4.  Section  203.23  is  amended  by  chang¬ 
ing  the  next  to  the  last  word  in  the  first 
sentence  of  paragraph  (a)  to  read  “be¬ 
come”,  by  redesignating  paragi-apdi  (b) 
as  paragraph  (c) ,  and  by  inserting  a  new 
paragraph  tb)  to  read  as  follows; 

§  203.23  Mortgagor's  pnyni<'iits  to  iii- 
rhide  other  eliarges. 


(b)  The  mortgagor  shall  not  be  re¬ 
quired  to  pay  premiums  for  fire  or  other 
hazard  insurance  which  protects  only 
the  interests  of  the  mortgagee,  or  for  life 
or  disability  incc«ie  insurance,  or  fees 
charged  for  obtaining  information  neces¬ 
sary  for  the  pajnnent  of  property  taxes. 
The  foregoing  does  not  aiH^ly  to  charges 
made  or  penalties  exacted  by  the  taxing 
authority,  except  that  a  penalty  assessed 
or  interest  charged  by  a  taxing  authority 
fOT  failure  to  timdy  pay  taxes  or  assess¬ 
ments  shall  not  be  charged  by  the  mort¬ 
gagee  to  the  mortgagor  if  the  mortgagee 
had  sufficient  funds  in  escrow  for  the 
account  of  the  mortgagor  to  pay  such 
taxes  or  assessments  prior  to  the  date 
on  which  penalty  or  interest  charges  are 
imposed. 

•  •  •  *  * 

5.  Section  203.25  is  revised  to  read: 

§  203.25  Late  charge. 

The  mortgage  may  provide  for  the  col¬ 
lection  by  the  mortgagee  of  a  late  charge, 
not  to  exceed  four  per  cent  of  the  amount 
of  each  payment  more  than  15  days  in 
arrears,  to  cover  servicing  and  other  costs 
attributable  to  the  receipt  of  payments 
from  mortgagors  after  the  date  upon 
which  payment  is  due. 

6.  Section  203.26  is  revised  to  read  as 
follows: 

§  203.26  Mortgagor's  payments  hIicii 
mortgage  is  executed. 

(a)  The  mortgagor  must  pay  to  the 
mortgagee,  upon  execution  of  the  mort¬ 
gage,  a  sum  that  wlB  be  sufBcient  to  pay 
the  ground  rents.  If  any,  the  estimated 
taxes,  special  assessments,  Hood  Insur¬ 


ance  premiums,  if  required,  and  fire  and 
other  hazard  insurance  premiums  for  the 
period  beginning  on  the  last  date  on 
which  each  such  charge  would  have  been 
paid  imder  the  norjnal  lending  practices 
of  the  lender  and  local  custom  (if  each 
such  date  constitutes  prudent  lending 
practice) ,  and  ending  on  the  due  date  of 
the  first  full  installment  payment  under 
the  mortgage,  plus  an  amount  sufficient 
to  pay  the  mortgage  insurance  premium 
from  the  date  of  closing  the  loan  to  the 
date  of  the  first  monthly  payment  under 
the  mortgage. 

(b)  The  mortgagee  may  also  collect 
from  the  mortgagor  a  sum  not  exceeding 
one-sixth  of  the  estimated  total  amount 
of  such  taxes,  special  assessments,  insur¬ 
ance  premiums  and  other  charges  to  be 
paid  during  the  ensuing  12-month  period. 

§  203.34  [.Ainonded] 

7.  Section  203.54  is  amended  by  adding 
the  words  “and  Subpart  C  of  this  Part” 
immediately  before  the  period  at  the  end 
of  the  first  sentence. 

§§  20.3.251  and  203.257  [.Anieiidod] 

8.  Sections  203.251(j)  and  203.257  are 
amended  by  changing  the  words  “Part” 
therein  to  read  “Subpart”. 

9.  A  new  §  203.258  is  added  to  read  as 
follows; 

§  203.2.52  Assumption  with  or  \sillioitt 
release  of  mortgagor. 

The  mortgagee  may  effect  the  release 
of  a  mortgagor  from  personal  Uability  on 
a  mortgage  note  while  retaining  the 
benefits  of  insurance  under  this  Part  if 
it  obtains  the  Secretary’s  approval  of  a 
substitute  mortgagor  (assumptor)  who 
assumes  personal  liability  and  agrees  to 
pay  the  mortgage  debt. 

10.  Section  203.261  is  amended  to  add 
the  following  sentence  at  the  end  there¬ 
of: 

§  203.261  Calculation  of  MIP. 

•  •  *  An  agreement  to  postpone  pay¬ 
ments  or  to  recast  the  mortgage  will  not 
affect  the  amount  of  the  annual  MIP, 
which  will  continue  to  be  calculated  in 
accordance  with  the  original  amortiza¬ 
tion  provisions  of  the  mortgage. 

11.  Section  203.330  is  revised  to  read: 

§  203.330  Delinquency  and  default. 

A  mortgage  account  is  delinquent  any 
time  a  payment  is  due  and  not  paid.  If 
the  mortgagor  fails  to  make  any  pay¬ 
ment,  or  to  perform  any  other  obligation 
under  the  mortgage,  and  such  failure 
continues  for  a  period  of  30  days,  the 
mortgage  shall  be  considered  in  default 
for  the  purposes  of  this  Part. 

12.  Section  203.332  is  revised  to  read: 
§  203.332  Notice  of  delinquency. 

Once  each  month  the  mortgagee  shall 
report  or  cause  to  be  reported  all  mort¬ 
gages  Insured  under  this  Part  which  are 
90  or  more  days  delinquent  and  concern¬ 
ing  the  status  of  all  mortgages  which 
were  repOTted  as  90  or  more  days  delin¬ 
quent  the  previous  month.  Such  reports 
shall  be  made  on  a  form  approved  by  the 
Commissoner. 
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13.  The  centered  caption  preceding 
§  203.340  and  the  title  and  text  of 
§  203.340  are  revised  to  read  as  follows: 

Continuation  of  Insurance 
§  203.340  Special  forbearance. 

(a)  If  the  conditions  of  §  203.614  are 
met  and  special  forbearance  relief  is 
granted  pursuant  to  that  section,  the 
contract  of  insurance  shall  continue  in 
force  except  as  otherwise  provided  in 
this  subpart. 

(b)  The  contract  of  insurance  shall 
continue  in  force,  except  as  otherwise 
provided  in  this  Subpart,  when  the  con¬ 
ditions  of  this  section  which  were  ef¬ 
fective  prior  to  January  1,  1977,  have 
been  met  and  special  forbearance  relief 
is  granted  pursuant  thereto  prior  to  Jan¬ 
uary  1, 1977. 

§  203.341  [Redesignated] 

14.  §  203.341  is  redesignated  as 
203.402a  and  the  first  sentence  thereof  is 
amended  to  read: 

§  20.3.402a  Reimbursement  for  uncol¬ 
lected  interest. 

The  mortgagee  shall  be  entitled  to 
receive  an  allowance  in  the  insurance 
settlement  for  unpaid  mortgage  interest, 
if  the  mortgagor  fails  to  meet  the  re¬ 
quirements  of  a  forbearance  agreement 
entered  into  pursuant  to  §  203.614  and 
such  failure  continues  for  a  period  of  60 
days.  »  *  • 

«  «  *  *  ♦ 

15.  Section  203.342  is  revised  to  I'ead: 
§  203.342  Recasting  of  mortgage. 

(a>  If  the  conditions  of  §  203.616  are 
met  and  a  mortgage  is  recast  pursuant  to 
that  Section,  the  contract  of  insurance 
in  force  shall  continue  except  as  other¬ 
wise  provided  in  this  subpart. 

(b)  The  contract  of  insurance  shall 
continue  in  force,  except  as  otherwise 
provided  in  this  part,  when  the  condi¬ 
tions  of  this  section  which  were  effective 
prior  to  January  1,  1977,  have  been  met 
and  a  mortgage  has  been  recast  pursuant 
thereto  prior  to  January  1,  1977. 

(c)  When  a  mortgage  is  recast,  the 
principal  amoimt  of  the  mortgage,  as 
modified,  shall  be  considered  to  be  the 
“original  principal  of  the  mortgage”  as 
that  term  is  used  in  §  203.401. 

16.  A  new  §  203.343  is  added  to  read  as 
follows: 

§  2Q3..343  Partial  release,  addilinn  nr 
substitution  of  security. 

(a)  Except  as  provided  in  §  203.389(n> , 
a  mortgagee  shall  not  release  the  security 
or  any  part  thereof,  while  the  mortgage 
is  insured,  without  the  prior  consent  of 
the  Commissioner. 

(b)  A  mortgagee  may,  with  the  prior 
consent  of  the  Commissioner,  accept  an 
addition  to,  or  substitution  of,  security 
for  the  purpose  of  removing  the  dwelling 
to  a  new  lot  under  the  following  condi¬ 
tions  : 

( 1 )  The  mortgagee  obtains  a  good  and 
valid  first  lien  on  the  property  to  which 
the  dweUing  is  removed. 

(2)  All  damages  to  the  structure  are 
repaired  without  cost  to  HUD. 
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(3)  The  property  to  which  the  dwell¬ 
ing  is  removed  is  in  an  area  known  to 
be  reasonably  free  from  natural  hazards 
or,  if  in  a  fic^  zone,  the  mortgagor  will 
insure  or  reinsure  under  the  Federal 
Flood  Insurance  Program. 

(c)  A  mortgagee  may,  without  the  prior 
consent  of  the  Commi^ioner,  accept  an 
addition  to,  or  substitution  of,  security 
for  the  purpose  of  removing  the  dwelling 
to  a  new  lot  under  the  following  condi¬ 
tions.  ' 

(1)  The  dwelling  has  survived  an 
earthquake  or  other  disaster  with  little 
damage,  but  continued  location  on  the 
property  might  be  hazardous. 

(2)  The  conditions  stated  in  paragraph 
(b)  of  this  section  exist. 

(3)  Immediately  following  the  emer¬ 
gency  removal  the  mortgagee  notifies  the 
Commissioner  of  the  reasons  for  removal. 

17.  Section  203.350a  is  revised  to  read: 

§  20.3.3.30a  Assignineiit  of  defaulted 
mortgage. 

When  the  assignment  of  a  defaulted 
mortgage  to  the  Commissioner  is  accom¬ 
plished  pursuant  to  §  203.350  or  §  203.650 
the  moi’tgagee  shall  file  the  assignment 
of  the  mortgage  to  the  Commissioner  for 
record  within  30  days  of  the  Commis¬ 
sioner’s  written  approval  of  such  assign¬ 
ment,  or  within  such  further  time  as  may 
be  authorized  in  writing  by  the  Commis¬ 
sioner. 

18.  Section  203.355  is  revised  to  read: 

§  203.333  •Arqui'iition  of  properly. 

The  mortgagee  shall  take  one  of  the 
following  actions  within  one  year  from, 
the  date  of  default,  or  within  such  ad¬ 
ditional  period  of  time  as  may  be  ap¬ 
proved  by  the  Secretary  or  authorized 
by  §§  203.345,  203.346  or  §§  203.650 

through  203.662. 

(a)  The  mortgagee  shall  obtain  a 
deed  in  lieu  of  foreclosure  (see  §§  203.357, 
203.389  and  203.402(f))  with  title  .being 
taken  in  the  name  of  the  mortgagee  or 
the  Secretary ; 

(b)  The  mortgagee  shall  commence 
foreclosure:  or 

(c)  If  the  laws  of  the  State  in  which 
the  mortgaged  property  is  situated  do 
not  permit  the  commencement  of  fore¬ 
closure  within  one  year  from  the  date  of 
default,  the  mortgagee  shall  commence 
foreclosure  within  sixty  days  after  the 
expiration  of  the  time  during  which  such 
foreclosure  is  prohibited  by  such  laws. 

§  203.37.3  [Redesignated] 

19.  Section  203.375  is  redesignated  as 
§  203.378  and  paragraph  (b)  is 
amended  by  adding  the  following  sen¬ 
tence  at  the  end  thereof: 

§  203. .378  Properly  eonditiun. 


(b)  •  *  *  However,  the  mortgagee  shal> 
be  responsible  for  damage  to  or  destruc¬ 
tion  of  security  properties  on  which  the 
loans  are  in  default  and  which  properties 
are  vacant  or  abandoned  due  to  the 
mortgagee’s  failure  to  take  reasonable 
action  to  inspect,  protect  and  preserve 
such  properties  as  required  by  §  203.377, 
as  to  all  mortgages  insured  on  or  after 
January  1,  1977,  but  such  responsibility 
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shall  not  exceed  the  amount  of  its  in¬ 
surance  claim  as  to  a  particular  property. 

20.  A  new  §  203.377  is  added  as  fol¬ 
lows: 

§  203.377  Inspection  and  preservation 
of  properties. 

The  mortgagee,  upon  learning  that  a 
property  subject  to  a  mortgage  insured 
under  this  Part,  is  vacant  or  abandoned, 
shall  be  responsible  for  the  inspection  of 
such  property  at  least  monthly,  if  the 
loan  thereon  is  in  default.  When  a  mort¬ 
gage  is  in  default  and  a  payment  there¬ 
on  is  not  received  within  45  days  of  the 
due  date,  and  efforts  to  reach  the  mort¬ 
gagor  by  telephone  within  that  period 
have  been  unsuccessful,  the  mortgagee 
shall  be  responsible  for  a  visual  inspec¬ 
tion  of  the  security  property  to  deter¬ 
mine  whether  the  propierty  is  vacant. 
The  mortgagee  shall  take  reasonable  ac¬ 
tion  to  protect  and  preserve  such  vacant 
or  abandoned  security  property  until  its 
conveyance  to  the  Commissioner,  if  such 
action  does  not  constitute  an  illegal  tres¬ 
pass. 

21.  In  §  203.379,  the  section  heading 
and  introductory  text  are  revised  and  the 
last  sentence  of  paragraph  (b)(3)  is 
amended  as  set  forth  below: 

§  203.379  .\djii»‘lment  for  damage  or 
neglect. 

If  the  secux’ity  property  has  been  dam¬ 
aged  by  fire,  flood,  earthquake,  or  tor¬ 
nado,  or  as  to  mortgages  insured  on  or 
after  January  1,  1977,  has  suffered  dam¬ 
age  due  to  failure  of  the  mortgagee  to 
take  action  as  required  by  §  203.377,  such 
damage  shall  be  repaired  prior  to  con¬ 
veyance  of  the  property  to  the  Secretary, 
except  in  the  following  instances: 

«  *  «  «  « 

(b)  *  *  * 

(3)  *  *  *,  including  coverage  under 
the  FAIR  Plan.  A  “reasonable  rate”  is  a 
rate  not  more  than  25  percent  in  excess 
of  the  rate  or  the  advisory  rate  filed  or 
used  by  the  principal  rating  organiza¬ 
tion  doing  business  in  the  State.  If  the 
property  is  located  in  a  state  which  has 
no  rate  or  advisory  rate  as  provided  in 
the  preceding  sentence,  the  mortgagor 
shall  consult  the  Director  of  the  local 
HUD  office  as  to  a  reasonable  rate.  When 
hazard  insurance  coverage  has  been  can¬ 
celled  or  renewal  has  been  refused  after 
the  mortgage  is  insured,  and  other  haz¬ 
ard  insurance  coverage  cannot  be  ob¬ 
tained  in  an  amount  equal  to  the  unpaid 
principal  balance  of  the  loan  but  insur¬ 
ance  can  be  obtained  in  a  reduced 
amount  from  a  FAIR  Plan  or  another 
insurance  carrier,  the  Commissioner  will 
accept  the  reduced  coverage  without  re¬ 
duction  of  mortgage  insurance  benefits, 
if  the  rates  do  not  exceed  the  guidelines 
stated  herein.  If  coverage  in  any  amount 
is  only  available  at  rates  in  excess  of  a 
reasonable  rate  as  defined  herein,  the 
mortgagor  may  but  shall  not  be  required 
to  purchase  such  coverage.  If  coverage  is 
purchased,  the  amount  of  any  claim  for 
insurance  benefits  under  this  Part  shall 
be  reduced  by  the  amount  of  any  recov¬ 
ery  of  hazard  insurance  benefits  by  the 
mortgagee. 
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23.  The  first  sentence  of  $  203.380  Is 
amended  to  read: 

§  203.380  Certificate  of  pr<^>erty  con¬ 
dition. 

The  mortgagee  shall  either  certify 
that  as  of  the  date  of  the  filing  of  deed 
for  record,  or  assignment  of  the  mort¬ 
gage  to  the  Commissioner,  the  property 
was  (a)  undamaged  by  fire,  fiood,  earth¬ 
quake,  or  tornado,  and  (b)  as  to  mort¬ 
gages  insured  or  for  which  commitments 
to  insure  are  issued  on  or  after  Janu¬ 
ary  1,  1977,  undamaged  due  to  failure  of 
the  mortgagee  to  take  action  as  required 
by  §  203.377,  or  its  claim  shall  be  accom¬ 
panied  by  a  copy  of  the  Commissioner’s 
authorization  to  convey  the  pror>erty  in 
damaged  condition.  •  •  * 

24.  Section  203.389  is  amended  by  add¬ 
ing  a  new  paragraph  (o)  at  the  end 
thereof  as  follows: 

§  203.389  Waived  title  objections. 

•  •  *  •  * 

(o)  Federal  Tax  liens  and  rights  of  re¬ 
demption  arising  therefrom  if  the  fol¬ 
lowing  conditions  are  observed.  If  the 
mortgagee  acquires  the  property  by  fore¬ 
closure  the  mortgagee  shall  give  notice 
to  the  Internal  Revenue  Service  (IRS) 
of  the  foreclosure  action.  The  Commis¬ 
sioner  will  not  object  to  an  outstanding 
right  of  redemption  in  IRS  if  (1)  the 
Federal  tax  lien  was  perfected  subse¬ 
quent  to  the  date  of  the  mortgage  lien, 
and  (2)  the  mortgagee  has  bid  an 
amoimt  sufficient  to  make  the  mortgagee 
whole  if  the  property  is  in  fact  redeemed 
by  the  IRS. 

25.  Section  203.402  is  amended  by  add¬ 
ing  a  sentence  at  the  end  of  paragraph 
(f)  and  adding  a  sentence  at  the  end  of 
paragraph  (g)  as  follows: 

§  203.402  Items  included  in  p:i>  ineiil — 

conveyed  properties. 

«  •  *  «  « 

(f)  *  •  •  Costs  of  acquiring  the  prop¬ 
erty  otherwise  than  by  foreclosure  may 
include  not  to  exceed  $200  paid  to  the 
mortgagors  as  consideration  for  their 
execution  of  a  deed  in  lieu  of  foreclosure. 

(g)  •  •  *  Reasonable  costs  for  per¬ 
forming  the  inspections  required  by 
§  203.377  and  to  determine  if  the  prop¬ 
erty  is  vacant  or  abandoned  are  con¬ 
sidered  to  be  costs  of  protecting,  operat¬ 
ing  or  preserving  the  property.  Reason¬ 
able  costs  incurred  in  evicting  occupants 
and  in  removing  debris  and  personal 
property  from  acquired  properties  are 
also  considered  to  be  costs  of  protecting, 
operating  and  preserving  the  property. 

*  •  •  •  • 

26.  A  new  Subpart  C  is  added  as 
follows ; 

Subpart  C — Servicing  Responsibilities 

General  Requirements 

§  203.300  Mortgage  servicing  generally. 

This  subpart  identifies  servicing  prac¬ 
tices  which  the  Secretary  considers  ac¬ 
ceptable  mortgage  servicing  practices  of 
lending  institutions  servicing  mortgages 
insured  by  the  Secretary  and  is  not  In¬ 


tended  to  affect  rights  and  obligations  as 
between  the  mortgagee  and  mortgagor 
under  the  mortgage.  Failure  to  comply 
with  the  provisions  of  this  suhpart  or 
instructions  issued  pursuant  to  this  sub¬ 
part  shall  not  be  a  basis  for  denial  of  in¬ 
surance  benefits  but  may  be  cause  for 
withdrawal  of  a  mortgagee’s  approval. 

§  203.502  Responsibility'  for  servicing. 

(a)  A  mortgagee  may,  utilize  any  in¬ 
dividual  or  firm  to  service  its  Secretary- 
insured  mortgage  loans.  However,  the 
servicer  employed  must  fully  discharge 
the  servicing  responsibiUties  of  the  mor- 
gagee  as  outlined  in  this  Part.  The  mort¬ 
gagee  shall  remain  fully  responsible  to 
the  Secretary  for  proper  servicing  and 
the  actions  of  its  servicer  shall  be  con¬ 
sidered  to  be  the  actions  of  the  mortga¬ 
gee.  If  the  servicer  is  an  approved  mort¬ 
gagee,  it  shall  also  be  fully  responsible 
to  the  Secretary  for  its  acts  as  a  serv¬ 
icer  as  though  it  were  the  mortgagee,  ex¬ 
cept  to  the  extent  that  it  acts  in  accord¬ 
ance  with  specific  written  instructions 
from  the  mortgagee. 

(b)  Whenever  servicing  of  any  mort¬ 
gage  is  transferred  from  one  mortgagee 
or  servicer  to  another,  the  mortgagee  ef¬ 
fecting  the  transfer  shall  notify  or  ar¬ 
range  to  notify  the  mortgagor.  The  noti¬ 
fication  shall  provide  the  mortgagor 
with  the  name,  address  and  telephone 
number  of  the  new  servicer  or  mortgagee 
and  include  any  special  instructions  for 
the  handling  of  payments  during  the 
conversion  period.  Notification  pursuant 
to  this  paragraph  must  be  mailed  to 
reach  the  mortgagor  no  later  than  ten 
days  prior  to  the  due  date  of  the  first 
payment  which  the  mortgagor  is  asked  to 
remit  to  the  new  servicer  or  mortgagee. 
The  mortgagee  effecting  a  transfer  of 
servicing  shall  also  notify  the  Secretary 
within  thirty  days  thereof  on  a  form 
approved  by  the  Secretary. 

§  203.308  Providing  information. 

<a)  Mortgagees  shall  provide  loan  in¬ 
formation  to  mortgagors  and  arrange  for 
individual  loan  consultation  on  request. 
The  mortgagee  must  establish  written 
procedures  and  controls  to  assure  prompt 
responses  to  inquiries.  One  or  more  of  the 
following  means  of  making  information 
readily  available  to  mortgagors  is  re¬ 
quired  : 

(1)  An  office  staffed  with  competent 
personnel  located  within  200  miles  of  the 
property,  capable  of  providing  timely  re¬ 
sponses  to  requests  for  information. 
Complete  records  need  not  be  maintained 
in  such  an  office  if  the  staff  is  able  to 
secure  needed  information  and  pass  it 
on  to  the  mortgagor. 

(2)  Toll-free  telephone  service  at  an 
office  capable  of  providing  needed  infor¬ 
mation. 

(b)  All  mortgagors  must  be  informed 
of  the  system  available  for  obtaining 
answers  to  loan  inquiries,  the  office  from 
which  needed  information  may  be  ob¬ 
tained  and  reminded  of  the  system  at 
least  annually.  Toll-free  telephone  serv¬ 
ice  need  not  be  provided  to  a  mortgagor 
other  than  at  the  office  designated  to 


serve  the  mortgagor  nor  other  than  from 
the  immediate  vicinity  of  the  security 
property. 

(c)  Within  sixty  days  after  the  end 
of  each  calendar  year,  a  mortgagee  shall 
furnish  to  the  mortgagor  a  statement  of 
the  interest  paid,  and  of  the  taxes  dis¬ 
bursed  from  the  escrow  account  during 
the  preceding  year.  At  the  mortgagor’s 
request,  the  mortgagee  shall  furnish  a 
statement  of  the  escrow  account  suffi¬ 
cient  to  enable  the  mortgagor  to  recon¬ 
cile  the  account. 

(d>  Mortgagees  must  respond  to  HUD 
requests  for  information  concerning  in¬ 
dividual  accounts. 

Payments,  Charges  and  Accounts 
§  203.350  Escrow  accounts. 

(a)  It  is  the  mortgagee’s  responsi¬ 
bility  to  make  escrow  disbursements  be¬ 
fore  bills  become  delinquent.  Mortgagees 
must  establish  controls  to  insure  that 
bills  payable  from  the  escrow  fimd  or 
the  information  needed  to  pay  such  bills 
is  obtained  on  a  timely  basis.  Penalties 
for  late  payments  for  itemis  payable 
from  the  escrow  account  must  not  be 
charged  to  the  mortgagor  unless  it  can 
be  shown  that  the  penalty' was  the  di¬ 
rect  result  of  the  mortgagor’s  error  or 
omission.  Early  payment  of  a  bill  to  take 
advantage  of  a  discount  should  be  made 
whenever  it  is  to  the  mortgagor’s  bene¬ 
fit.  if  escrow  funds  are  available  for  the 
payment  of  the  bill. 

(b)  Not  later  than  the  end  of  the  sec¬ 
ond  loan  year  the  mortgagee  shall  es¬ 
tablish  a  system  for  the  periodic  analysis 
of  the  escrow  account  which  analysis 
shall  be  accomplished  at  least  once  a 
year  thereafter.  The  monthly  escrow 
payment  shall  be  adjusted,  after  analy¬ 
sis,  to  provide  a  sufficient  accumulation 
of  escrow  funds  to  make  anticipated 
disbursements  during  the  ensuing  year. 
The  mortgagor  shall  be  given  at  least 
ten  days  notice  of  adjustment  in 
monthly  payments  and  an  adequate  ex¬ 
planation  of  the  reasons  for  any  change. 
When  the  escrow  account  is  analyzed  in 
accordance  with  this  Paragraph,  any 
surplus  or  shortage  shall  be  refunded  to 
or  collected  from  the  mortgagor  as  pro¬ 
vided  for  in  the  security  instrument.  If 
a  surplus  is  to  be  refunded,  application 
of  the  surplus  to  delinquent  payments 
shall  be  considered  as  a  cash  refund  to 
the  mortgagor. 

(c)  The  mortgagee’s  estimate  of  es¬ 
crow  requirements  shall  be  based  on  the 
best  information  available  as  to  prob¬ 
able  payments  which  will  be  required  to 
be  made  from  the  account  in  the  coming 
year.  If  actual  disbursements  during  the 
preceding  year  are  used  as  the  basis,  the 
resulting  estimate  may  deviate  from 
those  disbursements  by  as  much  as  ten 
percent.  The  mortgagee  may  require  an 
escrow  account  up  to  one-sixth  in  excess 
of  the  current  estimated  total  annual 
requirement,  but  larger  amounts  shall 
not  be  held  by  the  mortgagee  unless  ex¬ 
pressly  requested  by  the  mortgagor, 

(d)  The  mortgagee  shall  not  institute 
foreclosure  when  the  only  default  of  the 
mortgagor  occupant  is  a  present  inability 
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to  pay  a  substantial  escrow  shortage,  re¬ 
sulting  from  an  adjustment  pursuant  to 
this  Section,  in  a  lump  sum. 

(e)  When  the  contract  of  mortgage  in¬ 
surance  is  terminated  voluntarily  or  be- 
caiise  of  prepayment  in  full,  sums  in  the 
escrow  account  to  pay  the  mortgage  in¬ 
surance  premiums  shall  be  remitted  to 
HUD  with  a  form  approved  by  the  Sec¬ 
retary  for  reporting  the  volvmtary  ter¬ 
mination  of  prepayment.  Upon  prepay¬ 
ment  in  full  sums  held  in  escrow  for  taxes 
and  hazard  insursuice  shall  be  released 
to  the  mortgagor  promptly. 

§  203.552  Feex  and  rharc«-M  aftrr  ni- 
dorsement. 

(а)  The  mortgagee  may  collect  rea¬ 
sonable  and  customary  fees  and  charges 
from  the  mortgagor  after  insurance  en¬ 
dorsement  only  as  follows; 

(1)  Late  charges  as  set  forth  in 
§  203.25; 

(2)  ciiarges  for  processing  or  reproc¬ 
essing  a  check  returned  as  uncollectible; 
(Where  bank  policy  permits,  the  mort¬ 
gagee  must  deposit  a  check  for  cc^ection 
a  second  time  before  assessing  a  bad 
check  charge.) ; 

(3)  Pees  for  processing  a  change  of 
ownership  of  the  mortgaged  property; 

(4)  Fees  and  charges  for  arranging  a 
substitution  of  lability  imder  ttie  mort¬ 
gage  in  connection  with  the  sale  or  trans¬ 
fer  of  the  property; 

(5)  Charges  for  processing  a  request 
for  credit  approval  of  an  assumptor  or 
substitute  mortgagor; 

(б)  Chaises  for  substitution  of  a  haz¬ 
ard  insurance  policy  at  other  than  the 
expiration  of  term  of  the  existing  hazard 
insurance  policy; 

(7)  Charges  for  modification  of  the 
mortgage  involving  a  recorded  agreement 
for  extension  of  term  or  reamortization; 

(8)  Fees  and  charges  for  processing  a 
partial  release  of  the  mortgaged  prop¬ 
erty; 

(9)  Attorney’s  and  trustee’s  fees  and 
expenses  actually  Incurred  when  a  case 
has  been  referred  for  foreclosure  in  ac¬ 
cordance  with  the  provisions  of  this  Part 
after  a  firm  decision  to  foreclose  if  f6re- 
closure  is  not  completed  because  of  a 
reinstatement  of  the  account;  (No  attor¬ 
ney’s  fee  may  be  charged  for  the  services 
of  the  mortgagee’s  or  servicer’s  staff  at¬ 
torney  or  for  the  services  of  a  collection 
attorney  other  than  the  attorney  han¬ 
dling  the  foreclosure.) 

(10)  The  service  charge  provided  for 
by  §  203.23(c)  and  escrow  charges  in  ac¬ 
cordance  with  §  203.23(a) ; 

(11)  A  trustee’s  fee  If  the  security  in¬ 
strument  in  deed-of-trust  states  provides 
for  payment  of  such  a  fee  for  execution 
of  a  satisfactory,  release,  or  trustee’s  deed 
when  the  deed  of  trust  is  paid  In  full;  and 

(12)  Such  other  reasonable  and  cus¬ 
tomary  charges  as  may  be  authorized  by 
the  Secretary.  (This  shall  not  include  (i) 
charges  for  servicing  activities  of  the 
mortgagee  or  servicer;  (11)  fees  charged 
by  Independent  tax  servicer  organiza¬ 
tions  which  contract  to  furnish  data  and 
Information  necessary  for  the  payment 
of  property  taxes,  (ill)  “satisfaction”, 
“termination”,  or  "reconveyance”  fees 
when  a  mortgage  Is  paid  In  full  (other 


than  as  provided  In  subpcuttgraph  (a> 
(11)  of  this  section),  or  (It)  the  fee  for 
i^ordation  of  a  satlsfactioD  of  the  mort¬ 
gage  in  states  wh«e  recordation  is  the 
respOTisibillty  of  the  mortgagee.) 

(13)  Where  permitted  by  the  security 
instnunent,  attorney’s  fees  and  expenses 
actually  incurred  in  the  defense  of  any 
suit  or  legal  proceeding  w'herein  the 
mortgagee  shall  be  made  a  p>arty  thereto 
by  reason  of  the  mortgage;  (No  attor¬ 
ney’s  fee  may  be  charged  for  the  serv¬ 
ices  of  the  mortgagee’s  or  servicer’s  staff 
attorney.) 

(14)  Property  preservation  expenses 
incurred  pursuant  to  S  203.377. 

(b)  “Reasonable  and  customary”  fees 
must  be  predicated  upon  the  actual  cost 
of  the  work  performed  including  out-of- 
pocket  expenses.  Directors  of  HUD  Area 
and  Insuring  Offices  are  authorized  to 
establish  maximum  fees  and  charges 
which  are  reasonable  and  customary  In 
their  areas.  Except  as  provided  in  this 
Part,  no  fee  or  charge  shall  be  based  on  a 
percentage  of  ^ther  the  face  amount  of 
the  mortgage  or  the  unpaid  principal 
balance  due  on  the  mortgage. 

§  203.554  Enforcement  of  late  eliarges. 

A  mortgagee  shall  not  commence  fore¬ 
closure  when  the  only  default  on  the  part 
of  the  mortgagor  is  the  failure  to  pay  a 
late  charge  or  charges  (§  203.25),  except 
as  provided  in  §  203.55S.  A  late  charge 
attributable  to  a  particular  instidlment 
payment  due  under  the  mortgage  shall 
not  be  deducted  from  that  installment. 
However,  if  the  mortgagee  thereafter  no¬ 
tifies  the  mortgagor  (rf  his  obligation  to 
pay  a  late  charge,  such  a  charge  may  be 
deducted  from  any  subsequent  payment 
or  payments  sulmiitted  by  the  mortgagor 
or  on  his  behalf  if  this  Ls  not  inconsistent 
with  the  terms  of  the  mortgage.  Partial 
pasnnents  shall  be  treated  as  provided  In 
§  203.656. 

§  203..556  Return  of  partial  payments. 

(a)  For  the  purpose  of  this  section  a 
partial  payment  is  a  payment  of  any 
amount  less  than  the  full  amount  due 
imder  the  terms  of  the  mortgage  when 
the  mortgage  is  in  default  at  the  time  the 
payment  is  tendered. 

(b)  Partial  payment  may  be  returned 
to  the  mortgagor  with  a  letter  of  exida- 
nation  in  any  of  the  following  circum¬ 
stances  : 

(1)  The  payment  aggregates  less  than 
50%  of  the  amount  due; 

(2)  Pour  or  more  monthly  installments 
are  due  and  unpaid; 

(3)  A  delinquency  of  any  amount  has 
continued  for  at  least  six  months  since 
the  account  first  became  delinquent 
(§  203.330) ; 

(4)  The  payment  is  less  than  the 
amount  agreed  to  In  a  repayment  plan; 

(5)  The  property  is  occupied  by  a  ten¬ 
ant  who  is  paying  rent  and  the  rentals 
are  not  being  applied  to  the  mortgage 
payments. 

(6)  Foreclosure  has  been  commenced. 
(Foreclosure  is  commenced  when  the 
first  action  required  for  foreclosure  under 
applicable  law  is  taken.) 


(c)  A  partial  payment  meeting  one  of 
the  criteria  in  paragraph  (b)  of  this  sec¬ 
tion  may  be  returned  only  if  the  mort¬ 
gagee  has  mailed  to  the  mortgagenr  a 
notice  of  intention  to  return  any  pay¬ 
ment  less  than  the  full  amount  due  in¬ 
cluding  late  charges  accompanied  by  a 
statement  of  such  amount  and  charges. 
Thereafter  the  mortgagee  may  return 
any  partial  payment  received  more  than 
14  days  after  the  mailing  of  such  notice. 

(d)  Except  as  provided,  in  paragraph 
(b)  of  this  section,  the  mortgagee  shall 
accept  any  partial  payment  and  either 
apply  it  to  the  mortgagor’s  accomit  or 
identify  it  with  the  mortgago‘’s  account 
and  hold  it  in  a  trust  account  pending 
disposition.  When  partial  payments  held 
for  disposition  aggregate  a  full  mmithly 
installment  they  shall  be  iq^pUed  to  the 
mortgagor’s  account,  thus  advancing  the 
date  of  the  oldest  unpaid  Installment  Iwt 
not  the  date  on  which  the  accoimt  first 
became  delinquent. 

§  203.558  Handling  prepaynieiitH. 

Notwithstanding  the  terms  of  the 
mortgage,  the  mortgagee  may  accept  a 
prepayment  at  any  time  and  In  any 
amount  so  long  as  monthly  interest  on 
the  debt  is  calculated  on  the  ackial  un¬ 
paid  principal  balance  of  the  loan.  If  the 
mort^gee  will  not  accept  a  prepayment 
until  the  first  day  of  the  month  follow¬ 
ing  expiration  of  the  thirty-day  notice 
period  (S  203.22),  unless  interest  is  pedd 
to  that  date,  the  mortgagee’s  response  to 
the  mortgragor’s  inquiry,  request  for  pay¬ 
off  figures,  or  tender  must  clearly  advise 
the  mortgagor  of  this  fact.  If  the  mort¬ 
gagor’s  notice  of  intention  to  prepay  or 
prepayment  is  required  to  be  delivered  on 
a  nonworking  day,  the  notice  of  prepay¬ 
ment  shall  be  timely  if  delivered  on  the 
next  working  day. 

Mortgagee  Action  and  Forebearance 
§  203.600  Mortgage  collection  action. 

Subject  to  the  requirements  of  this 
subpart,  mortgagees  shall  take  prompt 
actlim  to  collect  amounts  due  from  mort¬ 
gagors  to  minimize  the  number  of  ac¬ 
counts  in  a  delinquent  or  default  status. 
Collection  techniques  must  be  adapted 
to  individual  differences  in  mortgagors 
and  take  account  of  the  circumstances 
peculiar  to  each  mortgagor. 

§  203.602  Delinquency  notice  to  niurt> 
gagor. 

The  mortgagee  shall  give  notice  to  each 
mcHi;gagor  in  default  on  a  form  supplied 
by  the  Secretary  or,  if  the  mortgagee 
wishes  to  use  its  own  form,  on  a  form  ap¬ 
proved  by  the  Secretary,  no  later  than 
the  end  of  the  second  month  of  any 
delinquency  in  payments  under  the 
mortgage.  If  an  account  is  reinstated  and 
again  beccxnes  delinqu^t,  the  delinqu¬ 
ency  notice  shall  be  sent  to  the 
mortgagor  again,  except  that  the  mort¬ 
gagee  is  not  required  to  send  a  second 
delinquency  notice  to  the  same  mortgagor 
more  often  than  once  each  six  mimths. 
TThe  mortgagee  may  Issue  additional  or 
more  frequent  notices  of  delinquency  at 
its  option. 
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§  203.604  Contaot  with  the  mortgagor. 

(a)  tReservedl. 

(b)  The  mortgagee  must  have  a  face- 
to-face  interview  with  the  mortgagor,  or 
make  a  reasonable  effort  to  arrange  such 
a  meeting,  before  three  full  monthly  in¬ 
stallments  due  on  the  mortgage  are  un¬ 
paid.  If  default  occurs  in  a  repayment 
plan  arranged  other  than  during  a  per¬ 
sonal  interview,  the  mortgagee  must  have 
a  face-to-face  meeting  with  the  mort¬ 
gagor,  or  ma^  a  reasonable  attempt  to 
arrange  such  a  meeting,  within  thirty 
days  after  such  default  and  at  least  thirty 
days  before  foreclosing  is  commenced. 

(c)  A  face-to-face  meeting  is  not  re¬ 
quired  if  (1)  the  mortgagor  does  not  re¬ 
side  in  the  mortgaged  property,  (2)  the 
mortgaged  property  is  not  within  200 
miles  of  the  mortgagee,  its  servicer,  or  a 
branch  office  of  either,  (3)  the  mortgagor 
has  clearly  Indicated  that  he  will  not  co- 
<^)erate  in  the  interview,  (4)  a  repay¬ 
ment  plan  consistent  with  the  mort¬ 
gagor’s  circumstances  is  entered  into  to 
bring  the  mortgagor’s  accoimt  current 
thus  making  a  meeting  unnecessary,  and 
payments  thereunder  are  current,  or  (5) 
a  reasonable  effort  to  arrange  a  meeting 
is  unsuccessful. 

(d)  A  reasonable  effort  to  arrange  a 
face-to-face  meeting  with  the  mortgagor 
shall  consist  at  a  minimum  of  one  let¬ 
ter  sent  to  the  mortgs^or  certified  by  the 
Postal  Service  as  having  been  dispatched. 
Such  a  reasonable  effort  to  arrange  a 
face-to-face  meeting  shall  also  Include  at 
least  one  trip  to  see  the  mortgagor  at 
the  mortgaged  property,  unless  the 
mortgaged  property  is  more  than  200 
miles  from  the  mortgagee,  its  servicer,  or 
a  branch  office  of  either,  or  it  is  known 
that  the  mortgagor  is  not  residing  in 
the  mortgaged  property. 

§  203.606  Pre-foreclosure  review. 

(a)  The  mortgagee  shall  review  its  file 
relating  to  the  servicing  of  a  mortgage 
before  initiating  foreclosure  to  satisfy  it¬ 
self  that  the  case  has  been  handled  in 
accordance  with  the  servicing  require¬ 
ments  outlined  in  this  subpart.  The  mort¬ 
gagee  shall  not  commence  foreclosure  for 
a  monetary  default  unless  at  least  three 
full  monthly  installments  due  on  the 
mortgage  are  unpaid  after  application  of 
any  partial  payments  which  may  have 
been  accepted  but  not  yet  applied  to  the 
mortgage  account. 

(b)  No  delay  in  the  commencement  of 
foreclosure  is  required  if  the  mortgagee 
ascertains  that  (1)  the  mortgaged  prop¬ 
erty  is  vacstnt  or  has  been  abandoned,  (2) 
the  mortgagor,  after  being  clearly  ad¬ 
vised  the  options  available  for  relief, 
has  clearly  stated  in  writing  that  he  has 
no  intention  of  honoring  his  mortgage 
obligation,  or  (3)  a  tenant  is  passing 
rentals  on  the  property  but  such  rentsds 
are  not  being  applied  to  the  mortgage 
payments. 

S  203.608  Reinstatement. 

The  mortgagee  shall  permit  reinstate¬ 
ment  of  a  mortgage,  even  after  the  In- 
etitutitm  oi  foreclosure  proceedings.  If 
the  mortgage  tenders  in  a  lump  sum  all 
amounts  required  to  bring  the  account 


current.  Including  foreclosure  costs  and 
reastmable  attorney’s  fees  and  expenses 
pr(H>erly  associated  with  the  foreclosure 
action,  unless  (a)  the  mortgagee  has  ac¬ 
cepted  relnstatemoit  after  the  institu- 
tiem  of  foreclosure  proceedings  within 
two  years  Immediately  preceding  the 
commencement  of  the  current  fore¬ 
closure  action,  (b)  reinstatement  will 
preclude  foreclosure  following  a  subse¬ 
quent  default,  or  (c)  reinstatement  will 
adversely  affect  the  priority  of  the  mort¬ 
gage  lien. 

§  203.610  Relief  for  mortgagor  in  mili¬ 
tary  service. 

’Ihe  mortgagee  shall  specifically  give 
consideration  to  affording  the  mortgagor 
the  benefit  of  relief  authorized  by  §S  203.- 
345  and  203.346,  if  the  mortgagor  is  ’’per¬ 
son  In  the  military  service”  as  that  term 
is  defined  in  the  Soldiers  and  Sailors 
Civil  Relief  Act  of  1940,  as  amended. 

§  203.614  Conditions  of  special  forbear¬ 
ance. 

(a)  The  Secretary  may  approve  spe¬ 
cial  forbearance  relief  1^  the  mortgagee 
with  respect  to  any  loan  insured  under 
this  Part  if  the  Secretary  finds  that  de¬ 
fault  was  due  to  circumstances  beyond 
the  mortgagor’s  controL  Approval  is 
given  on  condition  that  the  mortgagor 
and  mortgagee  enter  into  a  special  for¬ 
bearance  agreement  providing  for: 

(1)  The  Increase,  reduction,  or  sus¬ 
pension  of  regular  mortgage  payments 
for  a  specified  forbearance  period  ap¬ 
proved  by  the  Secretary; 

(2)  The  resumption  of  r^ular  mort¬ 
gage  payments  after  the  expiration  of 
the  forbearemee  period;  and 

'  13)  The  payment  of  the  total  unpaid 
amount  accruing  prior  to  and  during  the 
forbearance  period  on  or  before  the  ma¬ 
turity  date  of  the  mortgage  or  on  or  be¬ 
fore  a  date  subsequent  to  the  maturity 
date  which  is  approved  by  the  Secretary. 

(b)  The  mortgagee  may  grant  special 
forbearance  relief  without  the  approval 
of  the  Secretary  subject  to  the  following 
conditions: 

(1)  The  mortgagor  shall  establish  to 
the  satisfaction  of  the  mortgagee,  whose 
finding  shall  be  conclusive,  that: 

(1)  The  mortgagor  does  not  own  other 
property  subject  to  a  mortgage  Insured 
by  the  Secretsuy;  and 

(11)  The  defaixlt  was  caused  by  cir¬ 
cumstances  beyemd  the  control  of  the 
mortgagor. 

(2)  The  written  forbearance  agree¬ 
ment  shall: 

(1)  Provide  for  suspension  or  reduc¬ 
tion  of  payments  for  a  period  not  to  ex¬ 
ceed  18  months,  or  recognize  that  pay¬ 
ments  have  already  been  suspended  or 
reduced  for  a  period  not  to  exceed  18 
months; 

(ii)  Provide  for  the  resumption  of  reg¬ 
ular  mortgage  pa3mients  after  the  expi¬ 
ration  of  the  period  of  reduced  or  sus¬ 
pended  payments;  and 

(ill)  Provide  for  the  repayment  of  the 
total  unpaid  amount  accruing  prior  to 
and  during  the  period  of  reduced  or  sus¬ 
pended  payments  on  or  before  a  date  ex¬ 
tending  beyond  the  original  maturity 


date  for  a  period  no  longer  than  the 
period  of  forbearance. 

§  203.616  Recasting  of  mortgage. 

(a)  In  addition  to  the  special  forbear¬ 
ance  relief  afforded  in  S  203.614,  If  the 
Secretary  makes  the  finding  required  in 
paragraph  (a)  of  that  section,  the  Sec¬ 
retary  may  approve  a  modification  of  the 
terms  of  the  mortgage  for  the  piniiose 
of  changing  the  amortization  provisions 
by  recasting  the  total  unpaid  amount 
due  over  the  remaining  term  of  the  mort¬ 
gage  or  over  such  longer  period  of  thne 
as  the  Secretary  may  approve.  ’The  modi¬ 
fication  agreement  may  be  effective  when 
executed  or  upon  the  termination  of  a 
forbearance  period. 

(b)  The  Swretary’s  approval  for  a  re¬ 
casting  of  a  mortgage  for  the  purpose 
of  changing  the  amortization  provisions 
shall  not  be  required  where  the  mort¬ 
gagee  makes  the  findings  prescribed  in 
§  203.614(b)  (1).  In  such  instances,  the 
recasting  shall  be  limited  to  the  remain¬ 
ing  term  of  the  mortgage  or  a  term  ex¬ 
tending  not  more  than  10  years  beyond 
the  original  maturity  date.  The  Secre¬ 
tary  shall  be  given  notice  of  such  modi¬ 
fication  within  30  days  of  the  execution 
of  the  modification  agreement. 

(c)  Recasting  may  be  refused  in  the 
sole  discretion  of  the  mortgagee. 

Assignment  of  Mortgages  to  HUD 
§  203.650  Assignment  of  mortgages. 

(a)  The  Secretary  will  accept  assign¬ 
ments  of  mortgages  insured  under  this 
Part  in  order  to  avoid  foreclosure  when 
the  following  conditions  are  met: 

(1)  The  mortgagee  has  informed  the 
mortgagor  that  it  Intends  to  foreclose 
the  mor^rage; 

(2)  At  least  three  monthly  install¬ 
ments  on  the  mortgage  are  due  or  un¬ 
paid; 

(3)  The  property  is  the  mortgagor’s 
principal  place  of  residence  and  the 
mortgagor  does  not  own  other  property 
subject  to  a  mortgage  Insured  or  held 
by  the  Secretary,  unless  the  latter  cri¬ 
terion  is  waived  l:y  the  Secretary; 

(4)  The  mortgagor’s  default  has  been 
caused  by  circumstances  beyond  the 
mortgagor’s  control  which  render  the 
mortgagor  unable  to  correct  the  delin¬ 
quency  within  a  reasonable  time  or  make 
full  mortgage  payments,  and; 

(5)  There  is  a  reasonable  prospect  that 
the  mortgagor  will  be  able  to  resume  full 
mortgage  payments  after  a  temporary 
period  of  reduced  or  suspended  pay¬ 
ments  not  exceeding  36  months,  and,  will 
be  able  to  pay  the  mortgage  in  full  by 
its  maturity  date,  extended,  if  necessary, 
by  up  to  ten  years  if  on  the  date  of  as¬ 
signment  ten  or  more  years  have  elapsed 
since  the  due  date  of  the  first  payment 
imder  the  mortgage. 

(b)  A  mortgage  shall  not  be  eligible  for 
assignment  in  any  case  where; 

(1)  'Ihe  mortgagor  has  vacated  or 
abandoned  the  mortgaged  property; 

(2)  The  mortgagor,  after  being  clear¬ 
ly  advised  of  the  options  available  for 
r^ef ,  has  clearly  stated  in  writing  that 
he  has  no  intention  of  fulfilling  his  ob¬ 
ligation  under  the  mortgage;  or 
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(3)  The  mortgagee  Is  prevented  by 
law  from  initiating  foreclosure  of  the 
mortgage. 

§  20.3.651  Preliminary  notice  to  mort¬ 
gagors. 

After  three  full  monthly  installments 
are  due  and  unpaid,  but  prior  to  initiat¬ 
ing  foreclosure,  the  mortgagee  shall  noti¬ 
fy  the  mortgagor  in  a  form  approved  by 
the  Secretary  that  the  mortgagor  is  in  de¬ 
fault,  the  mortgagee  Intends  to  foreclose 
unless  the  mortgagor  cures  the  default, 
and  the  mortgagee  is  considering 
whether  or  not  to  request  the  Secretary 
to  accept  assignment  of  the  mortgage. 

§  203.652  Determination  by  mortgagee. 

(a)  In  any  case  in  which  the  mort¬ 
gagee  determines  that  all  of  the  condi¬ 
tions  of  §  203.650(a)  are  met,  it  shall  re¬ 
quest  the  Secretary  to  accept  assignment 
of  the  mortgage. 

(b)  In  any  case  in  which  the  mort¬ 
gagee  determines  that  all  of  the  condi¬ 
tions  of  §  203.650(a)  are  not  met,  it  will 
advise  the  mortgagor  that  the  mortgagor 
may,  by  letter  or  telephone,  ask  the  Sec¬ 
retary  to  accept  assignment  of  the  mort¬ 
gage.  Such  request  must  be  received  by 
the  Secretary  within  15  days  after  the 
mortgagee’s  notice  that  it  will  not  re¬ 
quest  acceptance  of  assignment.  The 
mortgagee  will  delay  initiation  of  fore¬ 
closure  upon  notice  from  the  Secretary. 

(c)  The  mortgagee  shall  notify  the 
mortgagor  of  its  determination  under 
paragraph  (a)  or  (b)  of  this  section 
in  a  form  approved  by  the  Secretary. 

§  203.654  Preliminary  review  and  deter¬ 
mination  by  Secretary. 

(a)  Ihe  mortgagee  and  mortgagor 
shall  promptly  furnish  to, the  Secretary 
all  of  the  information  requested  to  assist 
in  a  preliminary  determination  of 
whether  or  not  to  accept  an  assignment 
of  the  mortgage.  Information  requested 
of  the  mortgagor  must  be  forwarded 
within  15  days  of  the  date  of  Secretary’s 
request. 

(b)  If  after  preliminary  review,  the 
Secretary  determines  that  assignment 
should  accepted  the  mortgagee  shall 
assign  the  mortgage  upon  notification  by 
the  Secretary. 


(c)  If,  after  prelimmary  review  of  the 
documents,  the  Secretary  determines 
that  assignment  should  not  be  accepted, 
the  Secretary  wUl  notify  the  mortgagor 
of  the  reasons  for  the  determination  and 
advise  him  that  he  may  request  further 
consideration.  ’The  mortgagor  may  pre¬ 
sent  additional  information  or  argument 
by  mail  or  by  telephone  within  15  days 
of  the  notice  or,  alternatively,  the  mort¬ 
gagor  shall  be  entitled  to  present  such 
information  or  argiunent  in  person  at 
a  conference  which  must  be  held  in  ac¬ 
cordance  with  §  203.656  wdthin  25  days  of 
the  notice. 

§  203.656  Conference. 

’The  conference  provided  in  §  203.654 
(c)  shall  be  conducted  by  the  Secretary’s 
representative  and  shall  not  be  an  adver¬ 
sary  proceeding~or  subject  to  formal  rules 
of  evidence.  The  mortgagor  may  be  r^- 
resented  by  an  attorney  or  other  repre¬ 
sentative  and  may  call  witnesses  and 
present  oral  and  documentary  informa¬ 
tion.  However,  the  Secretary’s  represent¬ 
ative  may  not  compel  the  attendance  of 
witnesses  or  pay  expenses  of  witnesses 
called  by  the  mortgagor  or  on  the  mort¬ 
gagor’s  behalf.  Cumulative,  repetitious 
or  immaterial  arguments  or  materials 
shall  not'be  presented.  ’The  mortgagor 
shall  be  permitted  to  examine  the  mate¬ 
rial  on  which  the  Secretary’s  preliminary 
n^ative  decision  is  based  at  or  before 
the  conference.  The  conference  shall  be 
held  at  the  HUD  office,  but,  if  the  mort¬ 
gaged  property  is  more  than  200  miles 
from  the  office,  it  may  be  held  at  a  mutu¬ 
ally  convenient  place. 

§  203.658  Final  decision. 

’The  Secretary  shall  promptly  advise 
the  mortgagor  and  the  mortgagee  of  the 
final  decision  in  writing  and  by  telephone 
if  practical.  If  the  Secretary  determines 
not  to  accept  assignment  the  mortgagor 
shall  also  be  advised  of  the  findings  and 
the  specific  criteria  not  met  by  the  mort¬ 
gagor. 

§  20.3.659  Foreclosure. 

(a)  ’The  mortgagee  should  not  initiate 
foreclosure  before  the  mortgagor  has  had 
an  opportunity  to  request  the  Secretary 
to  accept  the  assignment  of  the  mort¬ 


gage  and  to  support  its  request  and  as 
provided  in  §§  203.650  through  203.662. 

(b)  The  mortgagee  shall  assign  the 
mortgage  to  the  Secretary  when  di¬ 
rected  by  the  Secretary  to  do  so. 

(c)  The  mortgagee  may  initiate  fore¬ 
closure  when: 

(1)  The  property  has  been  abandoned 
by  the  mortgagor; 

(2)  The  mortgagee  does  not  receive 
notice  from  the  Secretary  within  20  days 
from  the  date  of  its  notice  to  the  mort¬ 
gagor  that  the  mortgagor  has  requested 
the  Secretary  to  accept  assignment  of 
the  mortgage; 

(3)  The  Secretary  advises  the  mort¬ 
gagee  that  the  mortgagor  failed  to  pro¬ 
vide  the  information  requested  or  to  at¬ 
tend  a  conference,  within  the  time  re¬ 
quired;  and 

(4)  The  Secretary  advises  the  mort¬ 
gagee  that,  after  reconsideration  of  a 
preliminary  decision,  assignment  will  not 
be  accepted. 

§  203.660  Time  limits. 

(a)  All  time  limits  provided  in  §§  203.- 
650  through  203.662  shall  be  deemed 
to  be  calendar  days  unless  otherwise  ex¬ 
pressly  stated.  "Whien  the  last  day  for 
taking  the  required  action  falls  on  a 
Saturday,  Sunday  or  legal  holiday,  the 
last  day  for  taking  such  action  shall  be 
the  next  following  regtilar  working  day, 

(b)  If  a  mortgagor  fails  to  take  re¬ 
quired  action  within  the  time  limits 
specified  In  §§  203.650  through  203.662 
he  thereby  loses  his  right  to  fiuther  con¬ 
sideration  of  assignment  of  the  mort¬ 
gage. 

§  203.662  Authorization  of  field  office 
directors. 

Field  office  directors  shall  act  for  the 
Secretary  in  all  matters  relating  to  as¬ 
signment  determinations.  The  decision 
of  the  field  office  director  shall  be  final 
and  not  subject  to  further  administrative 
review. 

Except  as  otherwise  provided,  these 
amendments  shall  be  effective  January  1. 
1977. 

James  L.  Young, 
Assistant  Secretary  for  Housing, 
Federal  Housing  Commissioner. 
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